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EDITOR'S  PREFACE 


In  the  autumn  of  1914,  when  the  scientific  study  of  the  effects  of  war 
upon  modern  life  passed  suddenly  from  theory  to  history,  the  Divi- 
6^  sion  of  Economics  and  History  of  the  Carnegie  Endowment  for  In- 
ternational Peace  proposed  to  adjust  the  program  of  its  researches 
to  the  new  and  altered  problems  which  the  war  presented.  The  exist- 
ing program,  which  had  been  prepared  as  the  result  of  a  conference 
of  economists  held  at  Berne  in  1911,  and  which  dealt  with  the  facts 
then  at  hand,  had  just  begun  to  show  the  quality  of  its  contribu- 
«L  tions ;  but  for  many  reasons  it  could  no  longer  be  followed  out.  A  plan 
was  therefore  drawn  up  at  the  request  of  the  Director  of  the  Division 
\  in  which  it  was  proposed,  by  means  of  an  historical  survey,  to  attempt 
to  measure  the  economic  cost  of  the  war  and  the  displacement  which 
it  was  causing  in  the  processes  of  civilization.  Such  an  'Economic  and 
Social  History  of  the  World  War,'  it  was  felt,  if  undertaken  by  men 
of  judicial  temper  and  adequate  training,  might  ultimately,  by  rea- 
son of  its  scientific  obligations  to  truth,  furnish  data  for  the  forming 
of  sound  public  opinion,  and  thus  contribute  fundamentally  toward 
the  aims  of  an  institution  dedicated  to  the  cause  of  international 
peace. 

The  need  for  such  an  analysis,  conceived  and  executed  in  the  spirit 
of  historical  research,  was  increasingly  obvious  as  the  war  developed, 
releasing  complex  forces  of  national  life  not  only  for  the  vast  process 
j  of  destruction,  but  also  for  the  stimulation  of  new  capacities  for  pro- 
duction. This  new  economic  activity,  which  under  normal  conditions 
of  peace  might  have  been  a  gain  to  society,  and  the  surprising  ca- 
pacity exhibited  by  the  belligerent  nations  for  enduring  long  and  in- 
creasing loss — often  while  presenting  the  outward  semblance  of  new 
prosperity — made  necessary  a  reconsideration  of  the  whole  field  of 
war  economics.  A  double  obligation  was  therefore  placed  upon  the 
Division  of  Economics  and  History.  It  was  obliged  to  concentrate  its 
?jS»  work  upon  the  problem  thus  presented,  and  to  study  it  as  a  whole ;  in 
other  words,  to  apply  to  it  the  tests  and  disciplines  of  history.  Just 
as  the  war  itself  was  a  single  event,  though  penetrating  by  seemingly 
unconnected  ways  to  the  remotest  parts  of  the  world,  so  the  analysis 
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of  it  must  be  developed  according  to  a  plan  at  once  all  embracing  and 
yet  adjustable  to  the  practical  limits  of  the  available  data. 

During  the  actual  progress  of  the  war,  however,  the  execution  of 
this  plan  for  a  scientific  and  objective  study  of  war  economics  proved 
impossible  in  any  large  and  authoritative  way.  Incidental  studies  and 
surveys  of  portions  of  the  field  could  be  made  and  were  made  under 
the  direction  of  the  Division,  but  it  was  impossible  to  undertake  a 
general  history  for  obvious  reasons.  In  the  first  place,  an  authorita- 
tive statement  of  the  resources  of  belligerents  bore  directly  on  the 
conduct  of  armies  in  the  field.  The  result  was  to  remove  as  far  as  pos- 
sible from  scrutiny  those  data  of  the  economic  life  of  the  countries  at 
war  which  would  ordinarily,  in  time  of  peace,  be  readily  available  for 
investigation.  In  addition  to  this  difficulty  of  consulting  documents, 
collaborators  competent  to  deal  with  them  were  for  the  most  part 
called  into  national  service  in  the  belligerent  countries  and  so  were 
unavailable  for  research.  The  plan  for  a  war  history  was  therefore 
postponed  until  conditions  should  arise  which  would  make  possible 
not  only  access  to  essential  documents,  but  also  the  cooperation  of 
economists,  historians,  and  men  of  affairs  in  the  nations  chiefly  con- 
cerned, whose  joint  work  would  not  be  misunderstood  either  in  pur- 
pose or  in  content. 

Upon  the  termination  of  the  War,  the  Endowment  once  more  took 
up  the  original  plan,  and  it  was  found  with  but  slight  modification  to 
be  applicable  to  the  situation.  Work  was  begun  in  the  summer  and 
autumn  of  1919.  In  the  first  place,  a  final  conference  of  the  Advisory 
Board  of  Economists  of  the  Division  of  Economics  and  History  was 
held  in  Paris,  which  limited  itself  to  planning  a  series  of  short  pre- 
liminary surveys  of  special  fields.  Since,  however,  the  purely  prelimi- 
nary character  of  such  studies  was  further  emphasized  by  the  fact 
that  they  were  directed  more  especially  towards  those  problems  which 
were  then  fronting  Europe  as  questions  of  urgency,  it  was  considered 
best  not  to  treat  them  as  part  of  the  general  survey,  but  rather  as  of 
contemporary  value  in  the  period  of  war  settlement.  It  was  clear  that 
not  only  could  no  general  program  be  laid  down  a  priori  by  this  con- 
ference as  a  whole,  but  that  a  new  and  more  highly  specialized  re- 
search organization  than  that  already  existing  would  be  needed  to 
undertake  the  Economic  and  Social  History  of  the  War,  one  based 
more  upon  national  grounds  in  the  first  instance,  and  less  upon 
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purely  international  cooperation.  Until  the  facts  of  national  history 
could  be  ascertained,  it  would  be  impossible  to  proceed  with  compara- 
tive analysis ;  and  the  different  national  histories  were  themselves  of 
almost  baffling  intricacy  and  variety.  Consequently  the  former  Euro- 
pean Committee  of  Research  was  dissolved,  and  in  its  place  it  was  de- 
cided to  erect  an  Editorial  Board  in  each  of  the  larger  countries  and 
to  nominate  special  editors  in  the  smaller  ones,  who  should  concen- 
trate, for  the  present  at  least,  upon  their  own  economic  and  social  war 
history. 

The  nomination  of  these  boards  by  the  General  Editor  was  the 
first  step  taken  in  every  country  where  the  work  has  begun.  And  if 
any  justification  was  needed  for  the  plan  of  the  Endowment,  it  at 
once  may  be  found  in  the  lists  of  those,  distinguished  in  scholarship 
or  in  public  affairs,  who  have  accepted  the  responsibility  of  editor- 
ship. This  responsibility  is  by  no  means  light,  involving  as  it  does, 
the  adaptation  of  the  general  editorial  plan  to  the  varying  demands 
of  national  circumstances  or  methods  of  work;  and  the  measure  of 
success  attained  is  due  to  the  generous  and  earnest  cooperation  of 
those  in  charge  in  each  country. 

Once  the  editorial  organization  was  established  there  could  be  little 
doubt  as  to  the  first  step  which  should  be  taken  in  each  instance  to- 
ward the  actual  preparation  of  the  history.  Without  documents 
there  can  be  no  history.  The  essential  records  of  the  war,  local  as 
well  as  central,  have  therefore  to  be  preserved  and  to  be  made  avail- 
able for  research  in  so  far  as  is  compatible  with  public  interest.  But 
this  archival  task  is  a  very  great  one,  belonging  of  right  to  the  gov- 
ernments and  other  owners  of  historical  sources  and  not  to  the  his- 
torian or  economist  who  proposes  to  use  them.  It  is  an  obligation  of 
ownership ;  for  all  such  documents  are  public  trust.  The  collaborators 
on  this  section  of  the  war  history,  therefore,  working  within  their  own 
field  as  researchers,  could  only  survey  the  situation  as  they  found  it 
and  report  their  findings  in  the  form  of  guides  or  manuals ;  and  per- 
haps, by  stimulating  a  comparison  of  methods,  help  to  further  the 
adoption  of  those  found  to  be  most  practical.  In  every  country, 
therefore,  this  was  the  point  of  departure  for  actual  work;  although 
special  monographs  have  not  been  written  in  every  instance. 

The  first  stage  of  the  work  upon  the  war  history,  dealing  with  little 
more  than  the  externals  of  archives,  seemed  for  a  while  to  exhaust 
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the  possibilities  of  research,  and  had  the  plan  of  the  history  been 
limited  to  research  based  upon  official  documents,  little  more  could 
have  been  done,  for  once  documents  have  been  labelled  'secret'  few 
government  officials  can  be  found  with  sufficient  courage  or  initiative 
to  break  open  the  seal.  Thus  vast  masses  of  source  material  essential 
for  the  historian  were  effectively  placed  beyond  his  reach,  although 
much  of  it  was  quite  harmless  from  any  point  of  view.  While  war  con- 
ditions thus  continued  to  hamper  research,  and  were  likely  to  do  so 
for  many  years  to  come,  some  alternative  had  to  be  found. 

Fortunately,  such  an  alternative  was  at  hand  in  the  narrative,  am- 
ply supported  by  documentary  evidence,  of  those  who  had  played 
some  part  in  the  conduct  of  affairs  during  the  war,  or  who,  as  close 
observers  in  privileged  positions,  were  able  to  record  from  first  or  at 
least  second-hand  knowledge  the  economic  history  of  different  phases 
of  the  Great  War,  and  of  its  effect  upon  society.  Thus  a  series  of 
monographs  was  planned  consisting  for  the  most  part  of  unofficial 
yet  authoritative  statements,  descriptive  or  historical,  which  may  best 
be  described  as  about  half-way  between  memoirs  and  blue-books. 
These  monographs  make  up  the  main  body  of  the  work  assigned  so 
far.  They  are  not  limited  to  contemporary  war-time  studies ;  for  the 
economic  history  of  the  war  must  deal  with  a  longer  period  than  that 
of  the  actual  fighting.  It  must  cover  the  years  of  "deflation"  as  well, 
at  least  sufficiently  to  secure  some  fairer  measure  of  the  economic  dis- 
placement than  is  possible  in  purely  contemporary  judgments. 

With  this  phase  of  the  work,  the  editorial  problems  assumed  a  new 
aspect.  The  series  of  monographs  had  to  be  planned  primarily  with 
regard  to  the  availability  of  contributors,  rather  than  of  source  mate- 
rial as  in  the  case  of  most  histories ;  for  the  contributors  themselves 
controlled  the  sources.  This  in  turn  involved  a  new  attitude  toward 
those  two  ideals  which  historians  have  sought  to  emphasize,  consist- 
ency and  objectivity.  In  order  to  bring  out  the  chief  contribution  of 
each  writer  it  was  impossible  to  keep  within  narrowly  logical  out- 
lines ;  facts  would  have  to  be  repeated  in  different  settings  and  seen 
from  different  angles,  and  sections  included  which  do  not  lie  within 
the  strict  limits  of  history ;  and  absolute  objectivity  could  not  be  ob- 
tained in  every  part.  Under  the  stress  of  controversy  or  apology, 
partial  views  would  here  and  there  find  their  expression.  But  these 
views  are  in  some  instances  an  intrinsic  part  of  the  history  itself, 
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contemporary  measurements  of  facts  as  significant  as  the  facts  with 
which  they  deal.  Moreover,  the  work  as  a  whole  is  planned  to  furnish 
its  own  corrective ;  and  where  it  does  not,  others  will. 

In  addition  to  the  monographic  treatment  of  source  material,  a 
number  of  studies  by  specialists  are  already  in  preparation,  dealing 
with  technical  or  limited  subjects,  historical  or  statistical.  These 
monographs  also  partake  to  some  extent  of  the  nature  of  first-hand 
material,  registering  as  they  do  the  data  of  history  close  enough  to 
the  source  to  permit  verification  in  ways  impossible  later.  But  they 
also  belong  to  that  constructive  process  by  which  history  passes  from 
analysis  to  synthesis.  The  process  is  a  long  and  difficult  one,  however, 
and  work  upon  it  has  only  just  begun.  To  quote  an  apt  characteriza- 
tion, in  the  first  stages  of  a  history  like  this  one  is  only  "picking 
cotton."  The  tangled  threads  of  events  have  still  to  be  woven  into  the 
pattern  of  history;  and  for  this  creative  and  constructive  work  dif- 
ferent plans  and  organizations  may  be  needed. 

In  a  work  which  is  the  product  of  so  complex  and  varied  coopera- 
tion as  this,  it  is  impossible  to  indicate  in  any  but  a  most  general  way 
the  apportionment  of  responsibility  of  editors  and  authors  for  the 
contents  of  the  different  monographs.  For  the  plan  of  the  History 
as  a  whole  and  its  effective  execution  the  General  Editor  is  respon- 
sible; but  the  arrangement  of  the  detailed  programs  of  study  has 
been  largely  the  work  of  the  different  Editorial  Boards  and  divi- 
sional editors,  who  have  also  read  the  manuscripts  prepared  under 
their  direction.  The  acceptance  of  a  monograph  in  this  series,  how- 
ever, does  not  commit  the  editors  to  the  opinions  or  conclusions  of  the 
authors.  Like  other  editors,  they  are  asked  to  vouch  for  the  scientific 
merit,  the  appropriateness,  and  usefulness  of  the  volumes  admitted 
to  the  series ;  but  the  authors  are  naturally  free  to  make  their  indi- 
vidual contributions  in  their  own  way.  In  like  manner,  the  publica- 
tion of  the  monographs  does  not  commit  the  Endowment  to  agree- 
ment with  any  specific  conclusions  which  may  be  expressed  therein. 
The  responsibility  of  the  Endowment  is  to  History  itself — an  obliga- 
tion not  to  avoid  but  to  secure  and  preserve  variant  narratives  and 
points  of  view,  in  so  far  as  they  are  essential  for  the  understanding 
of  the  War  as  a  whole. 
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American  economic  history  of  the  War  would  be  incomplete  without 
an  account  of  the  war  control  of  the  American  railroads.  Railroad 
activities  are  intertwined  in  countless  ways  with  the  country's  indus- 
try, labor,  commerce,  and  finance,  so  that  what  the  War  did  regard- 
ing the  railroads  constitutes  a  vital  part  of  its  social  and  economic 
influence  upon  the  nation  as  a  whole. 

The  significance  of  the  railroads  in  time  of  war  is  by  no  means 
confined  to  the  movement  of  troops  and  war  material  and  the  move- 
ment of  civilian  passengers  and  freight.  The  railroads  are  purchasers 
and  consumers  of  surprisingly  large  proportions  of  the  country's 
principal  basic  products.  Under  normal  conditions  they  consume  an- 
nually from  one  and  one-half  to  two  billion  dollars'  worth  of  mate- 
rials and  supplies.  They  use  nearly  one-third  of  the  bituminous  coal 
which  is  mined  in  the  country.  They  use,  directly  and  indirectly, 
something  like  40  per  cent  of  the  steel  and  iron  products  manufac- 
tured in  the  country.  They  also  use,  directly  and  indirectly,  about 
40  per  cent  of  the  timber  products  of  the  country.  They  utilize 
directly  the  services  of  nearly  two  million  employees,  to  say  nothing 
of  the  employees  in  the  industries  largely  dependent,  for  the  con- 
sumption of  their  products,  upon  railroad  purchases.  Investment  in 
railroads  constitutes  a  very  important  proportion  of  the  total  in- 
vestments in  corporate  securities. 

In  such  circumstances  the  influence  of  the  War  upon  general  busi- 
ness conditions  had  multiform  reactions  upon  the  railroads  and, 
through  the  railroads,  upon  the  economic  and  social  conditions  of 
the  country  as  a  whole. 

It  is  interesting  to  consider  the  War's  influence  upon  prices  for 
the  materials  and  supplies  consumed  by  the  railroads,  and  the  rail- 
road methods  of  acquiring  those  materials  and  supplies  in  the  face 
of  the  demands  for  war  purposes  generally.  It  is  also  important  to 
consider  how  deeply  the  railroads  were  affected,  in  dealing  with  their 
nearly  two  million  employees,  by  the  demands  for  men  for  military 
purposes  and  for  labor  for  munitions  purposes,  with  the  resulting 
influences  in  increasing  the  wages  and  changing  the  working  condi- 
tions of  railroad  employees. 
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Hundreds  of  millions  of  dollars  of  capital  were  needed  by  the 
railroads  to  provide  the  indispensable  additions  and  betterments 
called  for,  even  in  war-time,  and  also  to  enable  the  railroads  to  re- 
fund their  maturing  obligations.  All  this  capital  had  to  be  obtained 
despite  the  Government's  need  for  vastly  greater  sums  of  capital 
eaten  up  in  the  conducting  of  military  operations  by  the  country 
and  its  allies. 

Another  fundamental  problem  was  the  insuring  of  a  reasonable 
return  on  the  billions  of  dollars  of  investment  in  the  railroads,  de- 
spite the  kaleidoscopic  conditions  which  made  it  impracticable  to 
make  sure  that  the  revenues  from  railroad  traffic  would  equal  the 
railroad  expenses  during  the  war  and  post-war  periods.  This  and 
the  foregoing  factors  all  had  an  intimate  relation  to  the  country's 
general  financial  stability  which  was  of  first  importance  in  the  suc- 
cessful financing  of  the  War. 

The  peculiar  war-time  difficulties  surrounding  these  vast  business 
situations  connected  with  the  railroads,  as  well  as  the  providing  of 
prompt  transportation  in  constantly  increasing  quantity  as  the 
War  proceeded,  constituted  one  of  the  major  problems  connected 
with  the  conduct  of  the  War.  For  the  first  nine  months  from  April 
to  December,  1917,  an  effort  was  made  to  cope  with  these  conditions 
by  attempting  to  achieve,  under  private  direction,  the  requisite  unity 
of  operation  of  the  numerous  railroads,  which  under  normal  condi- 
tions were  privately  owned  and  operated.  But  this  method  did  not 
fully  measure  up  to  the  needs  of  the  Government,  or  indeed  to  all 
the  needs  of  the  situation  generally,  so  that  the  Government,  as  of 
January  1,  1918,  took  possession  and  control  of  the  railroads  and 
operated  them  until  the  Armistice  and  for  nearly  sixteen  months 
thereafter,  pending  the  adoption  by  Congress  of  an  improved  sys- 
tem of  railroad  regulation.  The  treatment  of  these  matters  is  the 
object  of  the  ensuing  chapters,  although  they  are  devoted  princi- 
pally to  the  different  phases  as  they  manifested  themselves  during 
the  period  of  government  control  and  operation. 

This  account  deals  not  only  with  questions  of  physical  trans- 
portation during  the  War,  but  also  with  the  various  other  ways, 
suggested  above,  in  which,  both  before  and  after  the  Armistice,  the 
War  wrought  its  disturbing  influences  on  the  railroads  in  their 
many-sided  relations  to  the  country's  economic  life.  After  dealing 
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briefly  with  the  country's  railroad  background  and  the  nine  months 
of  attempted  unification  under  private  direction,  the  book  treats  of 
the  Government's  numerous  roles  during  the  ensuing  period  to 
March  1, 1920,  as  railroad  operator,  as  purchaser  of  all  railroad  sup- 
plies, as  the  common  carrier  of  the  country's  freight  and  passenger 
traffic  for  war  and  for  civil  purposes,  as  the  lessee  of  the  railroads 
owned  by  about  five  hundred  railroad  companies  (with  the  Govern- 
ment's manner  of  fulfilling  its  complicated  obligations  under  the 
leases,  including  the  obligation  of  maintenance),  and  as  the  prin- 
cipal source  of  the  capital  which  had  to  be  supplied  to  make  the 
necessary  railroad  additions  and  betterments.  This  account  must  also 
treat  of  the  Government  as  the  employer  of  the  two  million  railroad 
employees,  influenced  as  it  was  in  that  regard  by  the  wages  and  labor 
conditions  which  the  War  produced,  before  and  after  the  Armistice, 
in  other  industries. 

It  is  necessary  to  point  out  not  only  how  these  matters  were  dealt 
with  prior  to  the  Armistice,  but  how  they  were  handled  in  the  suc- 
ceeding period  of  uncertainty  and  difficulty  which  had  to  elapse  be- 
fore Congress  could  adopt  the  legislation  which  it  and  the  President 
deemed  essential  before  the  railroads  could  be  turned  back  to  private 
control.  It  is  also  necessary  to  suggest  the  difficulties  through  which 
the  railroads  passed  after  their  return  to  private  control,  for  the 
effects  of  the  War,  of  course,  persisted  in  an  acute  form  for  several 
additional  years. 

An  analysis  of  the  situation  brings  out  in  true  perspective  that  the 
War  cast  its  burdens  and  complications  upon  the  people  in  the  mat- 
ter of  railroad  operations  in  all  their  varied  aspects  just  as  it  did 
in  the  matter  of  industrial  activities  in  general.  Our  Government's 
war  control  of  the  railroads  was  not  an  isolated  episode  but  was 
merely  one  of  many  illustrations,  here  and  abroad,  of  the  govern- 
mental overriding  of  private  initiative  in  most  of  the  important  fields 
of  business,  and  was  simply  an  especially  striking  instance  of  the 
mobilization  of  corporate  enterprise  for  war  purposes, — a  condition 
which  seems  to  be  inevitable  when  modern  war  so  completely  involves 
all  the  social  and  economic  resources  of  civilization. 

The  study  of  this  subject  emphasizes  the  almost  infinite  com- 
plexity of  the  problems  which  a  world  war  will  precipitate  in  its 
subjection  of  privately  owned  property  to  the  war  purposes  of  the 


xiv 


AUTHOR'S  INTRODUCTION 


State  and  in  the  suppression  of  that  liberty  of  action  which  is  nor- 
mal, and  so  highly  prized,  in  time  of  peace.  The  government  control 
of  railroads  from  January  1, 1918,  to  March  1,  1920,  was  a  method 
of  mobilizing  this  part  of  the  country's  capital  and  enterprise  for 
war  purposes,  just  as  a  great  portion  of  the  country's  man  power 
was  mobilized  for  military  service,  with  restricted  compensation  and 
loss  of  freedom  of  action. 

It  was  not  an  isolated  experiment  applied  in  this  one  field,  but 
was  only  one  chapter  in  the  economic  conduct  of  the  War.  In  every 
country  engaged  in  the  War  the  story  was  similar.  In  proportion 
as  the  Government  sensed  the  imminence  of  a  national  crisis,  when 
success  or  failure  depended  upon  the  concentration  of  energy  and 
upon  the  mobilization  of  every  available  resource,  there  was  no 
holding  back  the  extension  of  government  control  over  the  whole 
field  of  industry  and  economic  activity.  This  was  the  almost  uni- 
versal lesson  of  the  economic  history  of  the  War,  as  these  volumes 
bear  witness.  It,  therefore,  seems  reasonable  to  assume  that  if  war 
should  ever  come  again  that  lesson  would  continue  to  be  applied, 
here  as  elsewhere,  with  increasing  force,  with  the  result  that  there 
would  be  far  less,  instead  of  more,  stimulus  to  industry  for  private 
profit  than  in  the  past.  In  the  future,  participation  in  a  war  would 
mean,  almost  inevitably,  that  the  Government's  disposition  would 
be  to  go  much  further  than  in  the  last  War  in  the  direction  of  mobiliz- 
ing capitalistic  enterprise  in  general  so  as  to  control  its  compensation 
as  well  as  its  policies.  If  this  should  turn  out  to  be  the  Government's 
purpose,  would  it  not  be  probable  that  the  Government  would  insist 
upon  as  complete  assumption  of  power  over  the  railroads  as  in  the 
last  War?  This  would  involve  the  Government  in  far-reaching  re- 
sponsibilities for  the  railroad  situation  in  every  phase  in  which  the 
railroads  affected  the  country's  social  and  economic  conditions. 
Therefore,  would  there  not  be  a  reasonable  probability  that  the 
Government  would  again  exact  such  a  fundamental  adaptation  of 
the  railroads  to  war  purposes  that  the  disruptions  involved  in  the 
transition  to  war  control,  in  war  operation,  and  in  the  transition 
back  to  private  control  would  differ  only  in  detail  from  the  disrup- 
tions exemplified  in  the  last  War? 

I  desire  to  express  my  indebtedness  to  my  wife  for  her  unfailing 
interest  in  the  preparation  of  this  volume  and  for  her  always  valuable 


AUTHOR'S  INTRODUCTION 


xv 


advice  in  the  promotion  of  correctness  and  clarity  of  expression.  The 
basic  material  for  the  book  has  been  compiled  by  Mr.  J.  L.  White, 
who  was  Statistician  in  my  office  while  I  was  Director  General  in 
charge  of  the  railroads  in  1919  and  1920.  It  was  only  by  reason  of 
Mr.  White's  able  and  vigilant  assistance  that  I  could  get  the  mate- 
rial in  available  form  for  my  writing  of  the  text,  and,  throughout, 
his  familiarity  with,  and  interest  in,  the  subject  made  his  suggestions 
of  the  greatest  value. 

The  heads  of  the  various  Divisions  of  the  Railroad  Administration 
during  my  incumbency  of  the  office  of  Director-General,  and  in 
many  instances  their  assistants,  gave  generously  of  their  time  and 
effort  in  aiding  me  in  the  preparation  of  the  chapters  dealing  with 
their  respective  branches  of  the  work,  and  to  all  of  them  I  wish  to 
express  my  appreciation.  I  had  occasion  to  make  inquiries  of  many 
others  who  were  associated  in  some  form  with  the  Railroad  Adminis- 
tration and  from  all  of  them  I  received  most  courteous  and  helpful 
assistance.  My  personal  office  staff  also  gave  an  unusual  measure  of 
loyal  and  intelligent  help,  for  which  I  take  pleasure  in  expressing 
my  thanks. 

Walker  D.  Hines 

New  York, 
October,  1927 
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CHAPTER  I 

STATUS  OF  THE  RAILROADS  UPON  THE  UNITED 
STATES  ENTERING  THE  WAR,  AND  THE  CON- 
DITIONS LEADING  UP  TO  THAT  STATUS 

When  the  United  States  entered  the  War  in  April,  1917,  the  rail- 
roads, after  about  ninety  years  of  development,  had  attained  such 
a  growth  that  they  aggregated  260,000  miles  of  first  main  track 
operated  with  a  total  of  400,000  miles  of  track  of  all  kinds  (i.e., 
additional  main  tracks,  yard  tracks,  side  tracks,  etc.).  The  railroads 
were  privately  owned  and  operated.  While  there  were  several  hun- 
dred operating  railroad  companies,  yet  about  77  per  cent  of  the 
total  mileage  of  road  was  operated  in  thirty-two  systems.  (See 
appendix  to  this  chapter.)  The  different  systems  of  railroads  were 
intensely  competitive.  Ever  since  1887  the  Interstate  Commerce  Act 
had  prohibited  pooling  arrangements  among  competing  lines.  The 
Anti-Trust  Act  of  1890,  as  interpreted  by  the  Supreme  Court  in 
the  Trans-Missouri  Freight  Association  and  Joint  Traffic  Associa- 
tions Cases1  had  prohibited  mergers  of  competing  lines  or  agree- 
ments among  them  to  stabilize  rates.  It  was  the  policy  of  the  law  to 
encourage  competition  to  the  fullest  possible  extent,  and  to  discour- 
age all  forms  of  cooperation  tending  to  diminish  competition. 

The  great  bulk  of  the  industrial  activity  and  coal  production  of 
the  country  was  in  the  region  which  may  roughly  be  described  as 
lying  between  the  Mississippi  River  and  the  Atlantic  Ocean,  with 
the  Great  Lakes  on  the  north  and  on  the  south  the  Ohio  River  and 
the  Norfolk  &  Western  Railway  (extending  from  the  Ohio  River  to 
the  Atlantic  Ocean).  This  region  was  roughly  about  800  to  1,000 
miles  from  west  to  east,  and  300  to  500  miles  from  south  to  north. 
Along  the  Atlantic  Ocean,  within  these  limits,  were  the  ports  through 
which  the  great  bulk  of  exports  were  made  to  Europe.  This  region, 
with  only  about  15  per  cent  of  the  area  of  the  country,  had  about  50 
per  cent  of  the  population,  54  per  cent  of  the  railroad  freight  traffic 

1  United  States  v.  Trans-Missouri  Freight  Association,  166  U.S.  290 
(March  22,  1897) ;  United  States  v.  Joint  Traffic  Association,  171  U.S.  505 
(October  24,  1898). 
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(revenue  ton  miles),  and  48  per  cent  of  the  railroad  passenger  traffic 
(passenger  miles),  of  the  country.  This  meant  that  in  this  eastern 
region  there  was  a  much  more  intensive  development  of  railroad 
transportation,  and  a  much  greater  liability,  even  in  normal  times, 
to  congestion  of  rail  traffic.  Within  the  eastern  region,  as  well  as 
throughout  the  country,  almost  all  internal  traffic  was  dependent 
upon  railroad  transportation,  because  river  and  canal  navigation 
had  never  been  very  largely  developed  and  had  become  more  and 
more  negligible  in  contrast  with  the  rapid  growth  of  railroad  trans- 
portation. 

Since  America  was  an  undeveloped  country  when  railroad  con- 
struction began,  railroad  development  was  the  predecessor,  in  the 
main,  of  the  country's  agricultural  and  industrial  development.  On 
the  contrary,  western  Europe  had  been  fully  settled  and  had  had 
long  and  intensive  development,  agricultural  and  industrial,  before 
the  advent  of  railroads.  As  a  consequence  of  this  difference,  American 
railroads,  being  built  so  largely  in  advance  of  the  development  of 
traffic,  were  at  the  outset  constructed  to  a  large  extent  in  a  rela- 
tively inexpensive  and  less  substantial  way  than  they  would  have 
been  if  the  traffic  had  already  been  developed  before  their  coming. 
Furthermore,  the  growth  of  the  volume  of  traffic  in  the  United  States 
has  been  so  stupendous  that  it  would  rapidly  have  outgrown  any 
standards  of  railroad  construction  which  could  have  been  originally 
adopted,  even  though  a  large  traffic  had  been  assured  at  the  outset. 
As  a  result,  a  fundamental  distinction  between  the  railroads  of  this 
country  and  the  railroads  of  western  Europe  has  been  that  the  rail- 
roads of  this  country  have  been  to  an  exceptional  extent  under  the 
continual  necessity  of  additional  construction  to  enlarge  their  ca- 
pacity, so  as  to  provide  additional  main  tracks,  lengthen  sidings, 
enlarge  terminal  yards,  increase  shop  capacity,  equip  themselves 
with  larger  cars  and  locomotives,  strengthen  their  roadways  and 
structures  to  admit  of  handling  larger  and  heavier  equipment  and 
also  to  reduce  grades  and  curvatures  so  as  to  get  more  economical 
operation  than  appeared  worth  striving  for  at  the  time  of  original 
construction.  Consequently,  the  annual  needs  for  additional  capital 
expenditure  were  enormous.  In  other  words,  because  the  country  was 
rapidly  growing,  there  was  imperative  need  for  additional  railroad 
growth  which  could  only  be  satisfied  by  raising  each  year  large 
amounts  of  new  capital. 


STATUS  UPON  ENTERING  THE  WAR  3 


In  the  eight  years  preceding  our  entry  into  the  War,  the  invest- 
ment in  the  railroads  grew  from  about  $13,200,000,000  June  30, 
1908,  to  about  $17,800,000,000  December  31,  1916,  representing 
an  annual  enlargement  of  over  $575,000,000.  The  general  opinion 
was  that  the  railroad  companies  had  not  spent  on  improvements 
nearly  as  much  as  they  needed  to  spend  to  keep  up  with  the  growth 
of  the  traffic. 

Due  to  a  great  variety  of  competitive  influences  {e.g.,  competi- 
tion of  railroad  with  railroad,  of  region  with  region,  of  market  with 
market,  of  seaport  with  seaport) ,  the  average  revenue  per  ton  mile 
had  fallen  by  1899  to  an  extremely  low  level,  less  than  7}/2  mills,  and 
had  remained  at  about  that  level  until  1917.  The  railroads  had  been 
able  to  survive  notwithstanding  this  very  small  compensation  because 
the  rapidly  increasing  volume  of  business  enabled  them,  by  the  ex- 
penditure of  large  amounts  of  new  capital,  to  increase  the  train  load 
and  reduce  the  cost  per  ton  mile.  But  by  1917  the  railroads  were 
approaching  a  critical  condition  because  (a)  the  margin  of  oppor- 
tunity for  still  further  increasing  the  train  load  was  apparently 
narrowing;  (b)  the  cost  of  labor,  material  and  public  taxes  had  been 
rising  with  great  rapidity  since  the  latter  part  of  1915  (the  increase 
in  wages  and  taxes  had  begun  several  years  earlier),  and  (c)  gov- 
ernmental regulation  had  become  increasingly  restrictive  in  its  opera- 
tion. 

A  few  words  as  to  governmental  regulation  of  railroads  are  needed 
to  explain  the  last  statement.  Beginning  about  1870,  the  States  had 
sought  to  control  railroad  rates.  In  1886  the  Supreme  Court  of  the 
United  States  held  that  State  laws  could  not  regulate  the  interstate 
rates.2  In  1887  Congress  began  the  series  of  enactments  which  are 
known  collectively  as  the  Interstate  Commerce  Act.  The  original 
Federal  Act  was  experimental  and  it  took  many  years  for  it  to  grow 
"teeth"  to  enable  it  to  "bite"  into  the  situation  and  hold  it.  But  in 
1906,  after  prolonged  agitation,  Congress  conferred  upon  the  Inter- 
state Commerce  Commission  the  power  to  prescribe  maximum  rates 
for  interstate  carriage  of  freight  and  passengers.  In  1910,  this  power 
was  enlarged  and  strengthened  and  the  additional  power  to  suspend 
increases  in  rates  was  given  and  the  Interstate  Commerce  Commis- 
sion's powers  of  a  supervisory  character  were  greatly  strengthened. 
By  1910,  the  most  drastic  and  effective  methods  of  State  control  of 

2  Wabash,  etc.,  v.  Railway  Co.,  118  U.S.  557. 
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intrastate  rates  had  been  largely  copied  by  all  the  States,  so  that 
almost  every  State  had  a  Railroad  or  Public  Utility  Commission  with 
effective  control  over  the  intrastate  rates. 

All  the  legislation,  both  Federal  and  State,  proceeded  on  the  prin- 
ciple that  the  sole  concern  of  the  public  was  to  see  that  the  railroads 
did  not  impose  upon  the  public.  The  possibility  that  the  laws  might 
be  so  strict  as  to  prevent  the  railroads  from  adequately  serving  the 
public  had  not  become  a  substantial  motive  in  legislation.  The  courts 
gave  recognition  to  the  constitutional  principle  that  governmental 
rates  for  the  railroads  must  not  be  so  low  as  to  deprive  a  particular 
railroad  of  a  fair  return  on  the  fair  value  of  its  property,  but  it  was 
rarely  the  case  that  the  railroads  were  able  to  invoke  this  constitu- 
tional principle  effectively  in  practice.  So  the  result  was  that  both 
Federal  and  State  commissions  felt  little,  if  any,  concern  for  seeing 
that  rates  were  high  enough  to  encourage  the  adequate  development 
of  transportation,  and  resolved  all  doubts  in  favor  of  reductions  in 
rates  and  against  sanctioning  increases.  There  was  not  only  nothing 
in  the  Avay  of  a  governmental  guaranty  of  a  return  to  the  railroad 
companies,  but  there  was  nothing  which  placed  upon  the  regulating 
Commissions  either  Federal  or  State  any  clearly  defined  and  under- 
stood responsibility  for  seeing  that  rates  were  sufficiently  high  to 
support  an  adequate  transportation  service. 

Another  serious  difficulty  was  that  State  regulations  concerning 
rates  frequently  controlled  interstate  rates  by  forcing  them  to  lower 
levels.  The  reduction  by  a  State  authority  of  an  intrastate  rate  be- 
tween two  points  in  the  State  might  and  frequently  did  affect  a  very 
considerable  section  of  interstate  rates  to  or  from  points  situated 
outside  the  State  but  situated  in  territory  closely  related  in  a  traffic 
sense.  The  power  of  the  Federal  authority,  the  Interstate  Commerce 
Commission,  to  protect  the  interstate  revenues  of  carriers  from  such 
results  of  action  under  the  authority  of  a  single  State  was  not  com- 
plete or  adequate.  The  opportunities  thus  afforded  to  each  of  the 
States  to  influence  the  interstate  revenues  and  rates  of  the  railroad 
companies  operated  steadily  in  the  direction  of  reductions.  In  the 
nature  of  things  such  influences  could  not  operate  in  the  direction  of 
increases  in  interstate  revenues  or  rates,  because  the  root  of  the  in- 
fluence was  the  competitive  situation  and  in  a  competitive  situation 
it  is  the  lowest  rate  that  prevails. 

In  addition  to  these  unfavorable  restrictions  on  revenues,  govern- 
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mental  action  was  increasingly  invoked  to  augment  railroad  expenses. 
For  several  years  it  had  been  quite  usual  for  State  legislatures,  on 
the  plea  of  increasing  the  safety  of  railroad  operation,  to  enact  legis- 
lation requiring  the  employment  of  more  employees  or  requiring 
additional  capital  outlay  (e.g.,  the  "full  crew  laws,"  the  laws  limiting 
the  length  of  freight  trains,  the  laws  requiring  the  elimination  of 
grade  crossings,  etc.).  In  1916,  to  avert  a  strike  of  the  train  serv- 
ice men,  Congress,  upon  President  Wilson's  recommendation,  had 
passed  the  Adamson  Act  establishing  the  basic  eight-hour  day  in 
freight  train  service  and  involving  a  substantial  increase  in  the  out- 
lay for  wages. 

The  efforts  of  the  railroad  companies  to  get  the  Interstate  Com- 
merce Commission  to  sanction  increases  in  rates  to  meet  these  burdens 
had  been  disappointing.  The  Commission  hesitated  to  allow  increases. 
It  was  disposed  to  assume  that  additional  railroad  economies  and  in- 
creases in  business  would  offset  the  increased  burden.  While  some 
increases  had  been  allowed,  the  railroad  companies  felt  that  they  were 
entirely  inadequate  to  meet  the  situation. 

These  factors  combined  to  make  a  most  unsatisfactorv  situation. 
Despite  the  large  additional  investments  of  capital  in  the  railroads 
in  the  effort  to  keep  their  facilities  abreast  of  the  demands  upon  them, 
they  had  not  felt  able  to  raise  enough  capital  to  equip  themselves 
with  adequate  facilities  to  handle  the  heavy  volume  of  traffic  offering 
in  busy  seasons,  so  that  traffic  congestion  became  at  times  exceedingly 
serious. 

For  some  years  the  railroad  executives  had  been  gravely  concerned 
on  account  of  the  unfavorable  and  hampering  trend  of  all  these  ele- 
ments and  frequently  urged  the  necessity  for  relief  upon  the  Presi- 
dent, the  Congress  and  the  general  public.  As  a  result  of  the  dangers 
involved  in  the  situation,  President  Wilson  in  a  message  to  Congress 
on  December  7,  1915,  recommended  a  general  inquiry.  The  fol- 
lowing are  excerpts  from  his  message: 

In  the  meantime  may  I  make  this  suggestion?  The  transportation 
problem  is  an  exceedingly  serious  and  pressing  one  in  this  country. 
There  has  from  time  to  time  of  late  been  reason  to  fear  that  our  rail- 
roads would  not  much  longer  be  able  to  cope  with  it  successfully,  as  at 
present  equipped  and  coordinated.  I  suggest  that  it  would  be  wise  to 
provide  for  a  commission  of  inquiry  to  ascertain  by  a  thorough  canvass 
of  the  whole  question  whether  our  laws  as  at  present  framed  and  ad- 
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ministered  are  as  serviceable  as  they  might  be  in  the  solution  of  the  prob- 
lem .  .  .  the  question  is  not  what  should  we  undo  ?  It  is  whether  there 
is  anything  else  we  can  do  that  would  supply  us  with  effective  means,  in 
the  very  process  of  regulation,  for  bettering  the  conditions  under  which 
the  railroads  are  operated  and  for  making  them  more  useful  servants  of 
the  country  as  a  whole. 

The  Senate  and  House  accordingly  adopted  a  joint  resolution, 
approved  by  the  President,  July  20,  1916,  for  the  appointment  of 
a  joint  committee  to  conduct  a  sweeping  inquiry  on  the  matter  of 
transportation  and  to  report  to  Congress.  This  joint  committee,  with 
Senator  Newlands  of  Nevada  as  Chairman  and  Congressman  Adam- 
son  of  Georgia  as  Vice-Chairman,  had  extensive  hearings  which  con- 
tinued for  more  than  a  year  until  November,  1917,  and  which  were 
finally  interrupted  by  the  Government  taking  possession  and  control 
of  the  railroads  on  December  27,  1917,  as  explained  below. 

In  1916,  on  account  of  the  extraordinary  demands  of  the  Euro- 
pean belligerents  for  supplies,  our  railroads  handled  a  very  large 
traffic  and  enjoyed  an  important  increase  in  net  returns,  but  it  was 
the  settled  conviction  of  the  railroad  managements  that  the  upward 
trend  in  costs,  including  the  cost  of  capital,  was  much  more  rapid 
than  any  hoped-for  upward  trend  in  revenues.  This  induced  a  hesi- 
tant attitude  toward  the  making  of  the  enormous  additional  improve- 
ments which  seemed  necessary  to  admit  of  handling  the  greatly  in- 
creased traffic  growing  out  of  the  European  demands.  Powerful 
influences  contributing  to  this  hesitancy  were  the  extraordinary  in- 
creases in  prices  (which  were  likewise  the  outgrowth  of  the  European 
demands),  and,  of  course,  the  uncertainty  as  to  how  long  this  war- 
stimulated  traffic  would  last. 

The  situation  contained  another  substantial  element  of  concern 
and  uncertainty — the  labor  situation.  The  train  and  engine  men 
constituted  the  only  class  of  railroad  labor  which  was  thoroughly 
organized  upon  a  nation-wide  basis.  Their  organizations  had  as- 
serted themselves  in  a  most  disturbing  fashion  when,  by  threat  of  a 
nation-wide  strike,  they  had  succeeded  in  getting  President  Wilson 
to  recommend,  and  Congress  to  enact,  the  Adamson  Act  already 
referred  to.  The  constitutionality  of  this  Act  was  challenged  by  the 
railroads.  After  the  case  had  been  in  the  courts  several  months  the 
labor  organizations  gave  notice  that  they  would  strike  unless  granted 
the  basic  eight-hour  day  in  accordance  with  their  interpretation  of 
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the  Adamson  Act  irrespective  of  and  without  waiting  for  the  deci- 
sion of  the  Supreme  Court  in  the  case  testing  the  constitutionality 
of  the  Act.  At  the  instance  of  the  President  and  under  stress  of  na- 
tional necessity,  the  railroads  yielded  to  these  demands  of  the  labor 
unions  early  in  the  morning  of  March  19,  1917.  Later  in  the  day 
the  Supreme  Court  upheld  the  constitutionality  of  the  Act.  Such 
developments  enormously  increased  the  prestige  of  the  train  and 
engine  men's  organizations  and  greatly  encouraged  other  labor  or- 
ganizations to  increase  their  efforts  to  strengthen  their  hold  on  rail- 
road labor.  Up  to  this  time  other  classes  of  railroad  labor  had  not 
been  effectively  organized  on  the  railroads  in  general.  There  was  a 
nation-wide  organization  of  the  shopcrafts  which  had  secured  recog- 
nition on  many  railroads,  but  not  on  many  of  the  most  important 
railroads,  and  some  other  classes  of  railroad  labor  had  secured  recog- 
nition on  some  railroads.  But  there  was  a  steady  pressure  to  extend 
the  control  of  organized  labor.  This  was  favored  by  the  increasing 
scarcity  of  man-power  due  to  the  enormous  demands  for  labor  grow- 
ing out  of  the  industrial  activity  which  was  stimulated  bv  the  de- 
mands of  the  European  belligerents.  As  an  illustration,  the  unions  of 
the  shopcrafts  were  able  in  the  winter  of  1916-1917  to  extend  and 
strengthen  their  standing  on  the  railroads  in  the  southeast,  and  force 
the  making  of  the  "Southeastern  Agreement"  with  the  principal  rail- 
roads in  that  section,  including  the  Atlantic  Coast  Line,  Chesapeake 
&  Ohio,  Norfolk  &  Western,  Seaboard  Air  Line,  and  Southern  Rail- 
way, establishing  increased  rates  of  pay  and  elaborate  rules  prescrib- 
ing working  conditions  which  were  regarded  as  highly  favorable  to 
the  employees.  The  rates  of  pay  were  to  be  effective  March  1,  1917, 
and  the  working  conditions  to  be  effective  September  1,  1917. 

The  incidents  mentioned  in  the  preceding  paragraph  are  illus- 
trative of  a  general  condition  which  was  favoring  the  success  of 
organized  labor,  and  making  it  more  difficult  to  resist  the  steady 
pressure  which  the  labor  unions  were  putting  forth  confidently  and 
aggressively  for  additional  recognition  as  well  as  increased  rates  of 
pay  and  more  favorable  working  conditions. 

It  is  not  unnatural  that  there  was  unrest  among  railroad  em- 
ployees. Their  cost  of  living  was  steadily  increasing.  Their  wages  in 
general  were  low,  and  appeared  extremely  low  in  comparison  with  the 
wages  in  the  war-stimulated  industries.  These  conditions,  coupled 
with  the  growing  scarcity  of  labor,  made  it  easier  for  labor  leaders 


8 


WAR  HISTORY  OF  AMERICAN  RAILROADS 


to  appeal  successfully  to  the  rank  and  file  of  railroad  labor  to  de- 
mand better  wages  and  working  conditions,  and  recognition  of  labor 
unions. 

All  of  these  unfavorable  influences  had  converged  to  produce  a 
situation  where  the  railroads  were  not  enlarging  and  improving  their 
facilities  sufficiently  to  take  care  satisfactorily  of  even  the  normal 
increase  in  business,  and  at  the  same  time  the  railroads  were  being 
called  upon  to  handle  an  unexpectedly  large  volume  of  business  by 
reason  of  the  highly  stimulated  movement  of  traffic  to  meet  the  war 
demands  from  Europe.  The  movement  of  this  traffic  was  complicated 
by  very  serious  congestion  at  the  Atlantic  Seaboard  due  to  the  in- 
ability of  the  European  Allies  to  provide  adequate  shipping  to  take 
the  traffic  from  the  railroads.  Such  influences  combined  to  produce 
a  series  of  transportation  crises  of  increasing  gravity. 

The  Interstate  Commerce  Commission,  in  its  Annual  Report  to 
Congress  December  1,  1916,  declared  that  generally  in  times  of 
good  business  there  was  widespread  inability  to  secure  satisfactory 
railroad  service  and  that  this  difficulty  recurred  during  the  fall  and 
winter  months  of  practically  every  year  as  to  coal  and  usually  as  to 
grain.  The  Commission  indicated  that  such  troubles  though  called 
car  shortages  were  due  largely  to  inadequacy  and  congestion  of  other 
facilities.  The  Commission  said  that  the  purchases  of  the  European 
belligerents  had  created  an  almost  unprecedented  demand  for  trans- 
portation, while  the  uncertainties  of  ocean  transportation  interfered 
with  regular  export  movement  and  greatly  dela}'ed  rail  equipment 
loaded  with  export  traffic.  Serious  congestion,  delay  and  shortage 
had  continued  without  interruption,  the  Commission  said,  through- 
out 1916  and  the  situation  had  again  become  acute  in  the  fall  on  the 
grain-carrying  and  coal-carrying  railroads.  The  Commission  de- 
clared that  largely  increased  railroad  facilities  were  necessary  to 
handle  adequately  the  country's  commerce. 

The  Commission  in  a  report  of  its  Car  Supply  Investigation,  Janu- 
ary 18,  1917  (42  I.C.C.  657),  declared  that  the  car  situation  had 
no  parallel  in  our  historv ;  in  some  territories  mills  had  shut  down, 
prices  advanced,  perishable  articles  had  been  destroyed,  because  of 
the  inability  of  the  railroads  to  get  the  cars  they  needed  and  which 
were  being  held  on  other  lines,  while  in  other  territories  there  had 
been  so  many  cars  on  the  lines  and  in  the  terminals  that  service  had 
been  thrown  into  unprecedented  confusion.  Public  service  companies 


STATUS  UPON  ENTERING  THE  WAR 


9 


furnishing  light,  heat  and  power  faced  a  possible  interruption 
through  lack  of  fuel. 

As  a  result  the  Commission  condemned  the  existing  car  service 
rules  as  to  certain  classes  of  cars,  and  condemned  also,  as  entirely 
inadequate,  the  efforts  which  the  railroad  executives  had  made  to 
insure  observance  of  the  existing  rules.  Even  the  three  Commissioners 
who  dissented  as  to  the  conclusion  concerning  the  law  or  the  car- 
riers' car  service  rules,  expressed  themselves  as  "fully  sensible  of 
the  gravity  of  the  existing  condition  of  transportation  by  railroad" 
and  agreed  "that  the  carriers  ought  to  take  hold  of  the  situation 
vigorously  and  place  plenary  power  in  the  hands  of  a  committee  to 
change  their  car  service  rules"  as  might  be  appropriate  to  meet  the 
unusual  conditions. 

It  results,  therefore,  that,  despite  the  favorable  returns  from  rail- 
road operations  for  the  year  1916,  the  railroad  situation  was  in  an 
extremely  critical  condition  at  the  time  we  entered  the  War  in  April, 
1917.  Our  entry  into  the  War  foreshadowed  a  tremendous  increase 
in  railroad  traffic,  although  the  railroads  were  not  able  satisfactorily 
to  handle  the  traffic  already  demanding  their  services;  it  foreshad- 
owed further  serious  scarcity  of  labor,  materials  and  supplies  and 
further  increase  in  the  cost  of  capital,  and  increased  difficulty  in 
dealing  with  the  labor  situation. 

How  was  the  transportation  crisis,  already  so  serious,  to  be  reme- 
died so  as  to  meet  in  an  effective  way  the  even  greater  difficulties  of 
the  intensified  crisis  incident  to  our  entry  into  the  War? 


CHAPTER  II 


THE  OPERATIONS  OF  THE  RAILROADS  IN  1917 
UNDER  THE  RAILROADS'  WAR  BOARD 

The  railroads  entered  1917  laboring  under  a  heavier  traffic  than 
they  had  ever  had  before.  This  traffic  was  concentrated  largely  in 
eastern  territory,  because  the  industries  to  which  the  Allies  looked 
for  war  supplies,  and  the  coal  mines  which  supplied  those  industries, 
were  largely  in  that  territory.  Indeed,  these  industries  and  mines 
were  largely  on  two  of  the  principal  railroads,  the  Pennsylvania  and 
the  Baltimore  &  Ohio.  Our  country's  entrance  into  the  War  in  April, 
1917,  greatly  increased  this  transportation  burden  and  still  further 
intensified  it  in  the  east  and  particularly  on  the  railroads  already 
overburdened.  Not  only  was  it  necessary  to  supply  transportation 
for  the  supplies  of  our  associates  in  the  War,  but  it  was  necessary 
to  provide  transportation  to  create,  equip  and  send  forward  our  own 
armies.  It  was  necessary  to  transport  with  the  greatest  possible  ex- 
pedition stupendous  volumes  of  freight  traffic  for  the  construction 
of  ships,  cantonments  throughout  the  country  and  additional  fac- 
tories, as  well  as  to  handle  the  increased  output  of  factories  and 
mines.  It  was  necessary  to  increase  passenger  train  movement  in 
order  to  transport  troops,  to  transport  the  increasing  movement  of 
workmen  and  to  meet  a  general  increased  demand  for  passenger 
transportation.  All  this  increased  transportation  burden  would  have 
to  be  met  with  a  diminished  amount  of  labor  and  material  and  with 
a  diminished  amount  of  capital  for  necessary  enlargements  of  the 
plant,  because  the  war  activities  of  our  country  would  absorb  the 
man-power  for  military  duty  and  duty  in  war  industries  and  would 
absorb  the  basic  materials  needed  for  enlarging  railroad  capacity, 
and  would  absorb  the  available  supplies  of  money  and  credit. 

Even  without  these  added  demands  of  our  own  war  necessities,  the 
railroads  had  been,  as  pointed  out  in  the  preceding  chapter,  in  a 
critical  situation,  particularly  on  account  of  their  inability  success- 
fully to  distribute  and  handle  the  car  supply  so  as  to  avoid  what  at 
times  amounted  to  an  almost  paratyzing  congestion. 

As  a  result  of  the  Interstate  Commerce  Commission's  Report  of 
January  18,  1917,  referred  to  in  Chapter  I,  the  railroad  companies 


OPERATIONS  IN  1917  UNDER  WAR  BOARD  11 


generally  had  appointed  on  February  2,  1917,  a  Car  Service  Com- 
mission with  plenary  power  to  cooperate  with  the  Interstate  Com- 
merce Commission.  This  Car  Service  Commission,  under  the  chair- 
manship of  C.  M.  Sheaffer  of  the  Pennsylvania  Railroad  Company, 
began  to  function  at  Washington  and  thereafter  and  until  the  Gov- 
ernment took  possession  of  the  railroads  at  the  end  of  1917  rendered 
highly  important  service. 

But  the  Interstate  Commerce  Commission  was  still  not  satisfied 
with  the  degree  of  cooperation  attained,  inasmuch  as  certain  impor- 
tant railroad  companies  had  not  delegated  the  necessary  power  to 
the  Car  Service  Commission,  and  therefore  called  another  conference 
of  the  carriers  to  be  held  in  Washington  on  April  5,  1917. 1 

But  this  movement  was  engulfed  in  a  larger  one.  Just  at  this  time, 
the  Advisory  Commission  of  the  Council  of  National  Defense,  acting 
through  its  Chairman,  Daniel  Willard,  President  of  the  Baltimore 
&  Ohio  Railroad  Company  and  Chairman  of  the  Advisory  Commis- 
sion's Committee  on  Transportation  and  Communication,  called  the 
railroad  executives  to  meet  in  Washington  for  the  purpose  of  uni- 
fying their  activities  as  a  war  measure.  This  meeting  was  held  in 
Washington  on  April  11,  1917,  and  adopted  a  resolution  whereby 
the  railroads  pledged  themselves 

that  during  the  present  war  they  will  coordinate  their  operations  in  a 
continental  railway  system,  merging  during  such  period  all  their  merely 
individual  and  competitive  activities  in  the  effort  to  produce  a  maximum 
of  national  transportation  efficiency.  To  this  end  they  hereby  agree  to 
create  an  organization  which  shall  have  general  authority  to  formulate 
in  detail  and  from  time  to  time  a  policy  of  operation  of  all  or  any  of 
the  railways,  which  policy,  when  and  as  announced  by  such  temporary 
organization,  shall  be  accepted  and  earnestly  made  effective  by  the  sev- 
eral managements  of  the  individual  railroad  companies  here  represented. 

This  meeting  further  provided  that  the  whole  problem  of  coopera- 
tion with  the  Government  should  be  committed  to  the  American  Rail- 
way Association's  Special  Committee  on  National  Defense  and  that 
there  be  selected  therefrom  an  executive  committee  of  five  members. 

Practically  all  of  the  railroads  with  a  mileage  of  about  260,000 
miles  of  road  submitted  themselves  to  the  direction  of  this  executive 

1  See  Thirty-First  Annual  Report  of  Interstate  Commerce  Commission 
(1917),  page  64. 
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committee,  which  came  to  be  known  as  the  Railroads'  War  Board 
and  which  consisted  of :  Fairfax  Harrison,  President,  Southern  Rail- 
way Company,  Chairman ;  Howard  Elliott,  Chairman  and  President, 
New  York,  New  Haven  &  Hartford  Railroad  Company;  Hale 
Holden,  President,  Chicago,  Burlington  &  Quincy  Railroad  Com- 
pany; Julius  Kruttschnitt,  Chairman,  Southern  Pacific  Company; 
Samuel  Rea,  President,  Pennsylvania  Railroad  Company. 

Chairman  E.  E.  Clark  of  the  Interstate  Commerce  Commission 
and  Chairman  Daniel  Willard  of  the  Advisory  Commission  of  the 
Council  of  National  Defense  were  ex-officio  members  of  this  executive 
committee. 

Resolution  in  full  adopted  on  April  11,  1917,  and  Chairman 
Fairfax  Harrison's  statement  then  issued  in  regard  thereto  will  be 
found  in  the  appendix  to  this  chapter. 

The  organization  of  the  Railroads'  War  Board  with  its  depart- 
mental committees  and  subcommittees  is  given  in  the  appendix  to 
this  chapter.  The  Car  Service  Commission  above  referred  to  as  pro- 
vided for  by  the  railroad  companies  generally  on  February  2, 
1917,  became  and  continued  one  of  the  most  important  arms  of  this 
War  Board.  The  Car  Service  Commission's  powers  were  greatly 
fortified,  in  practical  effect,  by  the  passage  of  the  Esch  Car  Service 
Act  approved  May  29,  1917.  This  act  was  the  outgrowth  of  the 
desperate  car  service  conditions  existing  at  the  end  of  1916,  was 
passed  upon  the  recommendation  of  the  Interstate  Commerce  Com- 
mission, and  gave  it  broad  powers  to  enforce  car  service  regulations 
and  in  times  of  emergency  to  supersede  them  by  special  orders.  This 
put  the  Car  Service  Commission  in  position  where  it  could  appeal 
to  the  Interstate  Commerce  Commission  for  support,  if  necessary. 

This  effort  of  the  railroads  at  unification  was  entirely  voluntary. 
No  form  of  guaranty  was  provided  by  the  Government  to  protect 
any  railroad  company  against  any  loss  it  might  sustain  as  a  result 
of  low  rates  or  high  costs  or  as  an  incident  to  being  put  at  a  disad- 
vantage in  the  process  of  unification  through  diversion  of  its  traffic 
or  car  supply  or  transfer  of  its  locomotives  for  the  benefit  of  other 
lines. 

While  the  railroads  were  being  confronted  with  the  necessity  of 
handling  the  largest  traffic  they  had  ever  been  called  upon  to  trans- 
port, they  were  suffering  the  disadvantage  of  shortage  of  locomo- 
tives and  cars.  Due  to  the  unpromising  financial  situation  and  rising 


OPERATIONS  IN  1917  UNDER  WAR  BOARD  13 


costs,  an  inadequate  number  of  new  locomotives  and  cars  had  been 
ordered,  and  it  became  increasingly  difficult  to  obtain  even  those 
because  the  Government  was  compelling  preference  to  be  given  to 
the  construction  of  locomotives  and  cars  for  use  overseas.  The  con- 
ditions made  it  impracticable  to  order  or  hope  to  get  still  other  loco- 
motives and  cars  badly  needed  in  large  numbers.  The  shortage  of 
skilled  labor  prevented  the  railroads  from  keeping  in  proper  repair 
even  the  equipment  they  already  had,  particularly  their  locomotives. 

The  burdens  which  rested  upon  the  railroads  by  reason  of  the  de- 
mands of  the  Allies  and  the  demands  of  our  own  war  agencies  were 
increased  because  tbe  coastwise  shipping  was  taken  for  war  purposes, 
thus  throwing  upon  the  railroads  the  additional  burden  of  transport- 
ing the  traffic  which  had  formerly  moved  by  sea. 

One  of  the  most  serious  burdens  was  the  excessive  and  conflicting 
"priority"  orders  of  governmental  war  agencies  such  as  the  War 
and  Navy  Departments  and  the  Shipping  Board  to  secure  prefei-ence 
in  transportation. 

Such  agencies  claimed  the  authority  to  require  the  railroads  to 
afford  preferred  transportation  for  materials  needed  in  the  prosecu- 
tion of  the  War.  Under  an  arrangement  with  Army,  Navy  and 
Shipping  Board  officers,  the  Railroads'  War  Board  on  July  20, 
1917,  hy  Bulletin  22  provided  for  a  system  of  "tags"  for  expediting 
the  transportation  of  government  freight.  Thereafter  practically  all 
government  agents  throughout  the  country,  being  supplied  with 
these  tags,  used  them  for  most  of  the  freight  shipped  on  government 
account,  and  thus  there  developed  a  practice  of  virtually  indiscrimi- 
nate priority.  As  a  result,  a  vast  amount  of  government  freight  was 
rushed  forward  to  destinations  irrespective  of  the  immediate  neces- 
sity of  the  shipments  and  the  ability  of  the  consignees  to  receive  and 
unload  them.  All  terminals  on  the  Atlantic  Seaboard  and  in  the  east- 
ern industrial  districts,  and  many  junction  points,  were  clogged  with 
cars,  many  thousands  of  which  the  consignees  could  not  unload.  For 
example,  the  terminals  about  Philadelphia  and  sidetracks  for  many 
miles  in  the  interior  Avere  filled  with  carloads  of  material,  such  as 
piling,  many  of  them  from  Oregon  and  Washington,  destined  to  the 
shipyards  to  be  constructed  on  the  Hog  Island  site,  long  before  there 
were  any  railroad  tracks  or  other  facilities  at  Hog  Island  for  un- 
loading such  cars.  These  priority  orders  constituted  a  continuing 
handicap  to  the  railroads  throughout  1917  in  moving  the  traffic. 
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The  issuing  of  these  priority  orders  by  governmental  agencies, 
such  as  the  Army,  Navy,  and  Shipping  Board,  was  supposed  to  be 
authorized  by  the  Navy  Appropriation  Act  of  August  29,  1916. 
An  Act  of  August  10,  1917,  authorized  the  President  to  direct 
transportation  preferences  by  carriers.  Under  that  statute  Judge 
Robert  S.  Lovett  was  appointed  as  Priorities  Director.  The  opinion, 
however,  prevailed  that  he  did  not  have  the  authority  to  annul  the 
miscellaneous  and  burdensome  transportation  priority  orders  issued 
by  the  various  departments  and  agencies  of  the  Government.  He  de- 
clined to  issue  any  such  transportation  priority  orders  himself,  ex- 
cept in  five  cases  of  special  importance,  feeling  that  there  was  al- 
ready a  great  deal  too  much  transportation  priority.  The  condition 
of  uncoordinated  transportation  priorities  at  the  instance  of  the  War 
and  Navy  Departments,  the  Shipping  Board,  et  cetera,  continued 
and  enormously  increased  the  difficulty  of  railroad  operation.  On 
the  Pennsylvania  Railroad  toward  the  end  of  1917,  it  was  reported 
that  85  per  cent  of  its  entire  traffic  on  its  Pittsburgh  Division,  one 
of  the  heaviest  and  most  difficult  divisions  on  the  system,  had  to  be 
handled  under  preference  order-si]  Strenuous  efforts  were  made  to 
secure  cooperation  on  the  part  of  the  various  agencies  giving  these 
orders  and  toward  the  end  of  1917  some  progress  in  this  direction 
was  made,  at  least  on  paper,  but  it  continued  to  be  the  fact  through- 
out the  year  that  railroad  operations  were  greatly  clogged  by  the 
undue  use  of  transportation  priority  orders,  and  the  absence  of  ade- 
quate coordination  among  them.  'The  practical  effect  was  that  in 
order  to  comply  with  'filBse  priority  directions  it  was  necessary  to  do 
a  great  deal  of  additional  switching  so  as  to  put  the  cars  carded  with 
priority  orders  ahead  of  those  not  so  carded,  and  as  the  terminals 
became  increasingly  congested  the  difficulty  of  making  the  necessary 
rearrangement  of  loaded  cars  to  carry  out  the  priorities  was  greatly 
increased. 

One  of  the  conditions  which  embarrassed  the  railroad  companies  in 
their  efforts  to  unify  their  operations  was  that  any  such  unification 
was  supposed  to  be  prohibited  by  the  Anti-trust  Act  and  the  anti- 
pooling  provisions  of  the  Interstate  Commerce  Act.  Despite  the  feel- 
ing that  these  acts  ought  to  be  regarded  as  suspended  during  the 
war  period,  Congress  had  not  suspended  them  and  the  Department 
of  Justice  was  not  willing  to  commit  itself  to  that  view.  When  in 
November,  1917,  the  Railroads'  War  Board  announced  the  putting 
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into  effect  of  a  pooling  arrangement  east  of  Pittsburgh,  the  members 
of  the  Board  were  asked  to  see  the  Attorney  General,  who  took  the 
position  that  such  action  was  prohibited  by  law,  and  he  was  unwilling 
to  accede  to  the  view  that  the  Anti-trust  Act  was  suspended.  The 
conference  ended  without  definite  action,  but  with  a  feeling  on  the 
part  of  the  Railroads'  War  Board  that  its  action  was  regarded  as  of 
doubtful  legality  by  the  Department  of  Justice/) 

Despite  these  exceptional  obstacles,  the  Railroads'  War  Board, 
through  the  unremitting  labor  of  its  members  and  the  agencies  cre- 
ated by  it,  accomplished  substantial  results  in  getting  the  traffic 
moved. 

[The  Railroads'  War  Board  improved  the  car  service  rules  and 
their  operation,  facilitated  the  pooling  of  box  cars,  conducted  an 
active  and  successful  campaign  for  the  more  intensive  loading  of 
cars,  and  assisted  in  obtaining  the  discontinuance  of  over  28  millions 
of  passenger  train  miles.  In  the  effort  to  unify  operations,  there  was 
developed  the  policy  that  a  railroad  would  haul  empty  cars  in  order 
to  get  them  into  producing  territory  to  meet  emergency  demands, 
although  that  railroad  might  not  get  to  handle  the  cars  back  when 
loaded.  The  Railroads'  War  Board  made  progress  in  coordinating 
the  handling  of  exports  so  as  to  diminish  the  blocking  of  port  fa- 
cilities, participated  in  bringing  about  the  pooling  of  lake  and  tide- 
water coal,  making  marked  reduction  in  the  number  of  classifica- 
tions of  coal  and  consequently  facilitating  the  prompter  handling 
of  coal  in  the  terminals,  and  encouraged  the  timely  movement  of 
coal  to  the  Great  Lakes  for  transportation  by  the  lakes  to  the  north- 
west, and  of  ore  in  the  opposite  direction. 

The  railroads  under  the  War  Board's  administration  made  an 
extremely  creditable  record  in  the  handling  of  troops  between  mili- 
tary posts  and  to  mobilization  points,  cantonments  and  Atlantic 
and  Gulf  ports.  A  fine  record  was  also  made  in  handling  shipments 
of  building  material  and  supplies  for  the  cantonments  and  for  the 
Shipping  Board. 

As  a  result  the  railroads  carried  in  1917  the  greatest  freight  and 
passenger  traffic  in  their  history.  Nearly  12  per  cent  more  passenger 
miles  and  about  9  per  cent  more  ton  miles  of  transportation  were 
produced  than  in  1916,  which  had  been  the  greatest  year  the  rail- 
roads had  theretofore  had.J] 

But  despite  the  creditable  performance,  it  became  obvious  in  the 
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late  fall  of  1917  that  the  railroads  were  falling  seriously  behind  in 
meeting  the  pressing  demands  for  transportation,  at  least  in  the  east 
where  the  war  needs  for  transportation  were  the  most  imperative 
and  all-embracing.  The  paralyzing  effect  of  excessive  and  conflicting 
government  transportation  priorities  continued.  The  accumulation 
of  cars  in  terminals  rapidly  increased  beginning  in  the  latter  part 
of  October.  The  difficulties  of  keeping  the  overworked  locomotives  in 
condition  became  more  and  more  insurmountable.  The  handling  of 
passenger  traffic  was  delayed  to  an  unprecedented  extent.2 

An  inescapable  fact  was  that  the  railroad  companies,  despite  the 
best  intentions,  could  not  unify  themselves  in  practice  into  the  single 
"continental  railway  system"  in  the  manner  contemplated  by  the 
resolution  adopted  by  their  executives  on  April  11,  1917.  It  was 
against  human  nature  to  expect  any  such  complete  unification.  If  a 
railroad  company  voluntarily  surrendered  traffic  which  it  thought  it 
could  carry,  the  resulting  loss  of  revenue  was  a  loss  to  the  company's 
stockholders,  which  was  not  authorized  by  them  and  not  indemnified 
against  by  the  Government.  The  same  was  true  if  a  railroad  com- 
pany surrendered  locomotives  which  it  felt  it  needed  and  turned 
them  over  to  another  company  which  might  need  them  more.  The 
management  of  each  company  had  to  face  the  condition  that  what- 
ever it  surrendered  in  this  way  was  done  without  compensation  or 
guaranty  against  lossTflt  was  also  impossible  in  such  a  short  time  to 
overcome  the  competitive  and  individualistic  instinct  which  charac- 
terized the  management  of  every  company.  While  the  companies  did 
much,  they  did  not  and  could  not  do  enough  to  effect  a  real  unifica- 
tion of  operations.  It  was  inevitable  that  the  Railroads'  War  Board 
had  to  move  with  the  greatest  caution  in  making  proposals  to  the 
respective  railroad  companies  that  they  give  up  without  compensa- 
tion their  traffic  or  their  locomotives  or  cars.  The  conditions  made  it 
extremelv  difficult  for  the  War  Board  to  give  clear-cut  commands 
without  delay  for  explanations.  It  had  to  resort  to  persuasion,  edu- 
cation, and  at  times  almost  to  apology  for  its  demands  upon  the 
railroads. 

By  reason  of  this  natural  reluctance  we  find  the  War  Board  an- 
nouncing in  the  latter  part  of  November,  1917,  that  it  had  just 
taken  certain  "revolutionary  measures"  in  the  direction  of  utilizing 

2  Unusually  severe  weather  began  in  December,  1917,  and  still  further 
complicated  the  situation. 
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the  facilities  of  one  railroad  to  handle  the  business  of  another.3  Yet 
these  revolutionary  measures  were  the  very  things  that  were  essential 
to  cope  with  the  situation  and  that  were  within  the  scope  of  the  reso- 
lution of  unification  adopted  seven  months  before  by  the  railroad 
executives.  The  fact  that  the  War  Board  had  been  unable  to  bring 
itself  at  an  earlier  date  to  take  such  steps  indicated  the  War  Board's 
natural  appreciation  of  the  reluctance  of  the  railroads  to  face  any 
such  abandonment  of  their  individual  rights,  and  the  War  Board's 
appreciation  of  that  condition. 

Although  in  April  the  railroad  executives  had  resolved  to  unify 
their  operations  into  a  single  continental  railway  system,  and  had 
been  trying  ever  since  to  do  so,  the  Interstate  Commerce  Commis- 
sion's Report  to  Congress  on  December  1,  1917,  showed  that  the 
unification  had  not  been  accomplished,  that  report  said  "it  has  be- 
come increasingly  clear  that  unification  in  the  operation  of  our  rail- 
roads during  the  period  of  conflict  is  indispensable  to  their  fullest 
utilization  for  the  National  Defense  and  welfare."4  The  majority 
of  the  Commission,  clearly  indicating  that  the  unification  had  not 
been  realized,  seemed  willing  to  consider  that  there  were  still  two 
methods  by  which  it  might  be  realized:  (1)  through  voluntary  ac- 
tion of  the  railroads  (provided  the  Anti-trust  Act  and  anti-pooling 

3  These  "revolutionary  measures"  included  the  appointment  of  an  Eastern 
Operating  Committee  at  Pittsburgh  with  authority  to  take  necessary  steps  to 
effect  relief  in  the  congested  districts;  the  establishment  of  an  eastern  open- 
top  car  pool  and  plans  for  a  Lake  Erie  coal  pool;  the  establishment  of  an 
Export  Division  in  New  York  City  to  exercise  control  over  all  unmanufac- 
tured iron  and  steel  for  export  (except  for  the  U.S.  Government)  ;  the  initia- 
tion of  plans  in  conjunction  with  the  Fuel  Administration  for  zoning  coal 
distribution  from  mines  to  markets  to  prevent  cross  haul;  the  diversion  of 
freight  passing  through  the  Pittsburgh  Gateway  to  lines  north  or  south  and 
the  placing  of  various  embargoes  to  relieve  the  situation  in  the  congested  east- 
ern manufacturing  districts  and  at  the  Atlantic  ports ;  the  elimination  of  fast 
freight  trains  and  the  movement  of  freight  trains  generally  with  full  slow- 
freight  tonnage  rating;  the  transfer  of  locomotives  from  one  railroad  to  an- 
other to  relieve  congestion;  the  operation  of  parallel  tracks  of  competing  rail- 
roads in  the  congested  district  as  a  two-  or  three-track  system ;  the  allocation 
of  certain  traffic  to  certain  lines  for  handling;  and  the  loan  from  the  War  De- 
partment of  100  Army  locomotives  constructed  for  service  in  France,  but  not 
yet  required  overseas. 

4  Unification  of  Railroad  Operation,  Special  Report  of  the  Commission, 
47  I.C.C.  757. 
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provisions  of  the  Interstate  Commerce  Act  were  suspended  and  the 
railroads  were  afforded  governmental  financial  assistance),  and  (2) 
through  the  Government  taking  over  the  railroads.  'Commissioner 
McChord,  however,  in  a  vigorous  dissent,  referred  to  the  efforts  at 
voluntary  coordination  which  the  railroads  had  made  and  declared 
that  no  voluntary  committee  could  accomplish  what  the  situation 
demanded.  It  can  fairly  be  said  that  the  efforts  of  the  railroad  com- 
panies had  not  achieved  unification.  It  seemed  accepted  on  all  hands 
that  unification  was  essential. 

The  labor  situation  was  one  of  constantly  growing  menace  with 
which  the  railroad  companies  were  not  able  effectively  to  deal,  either 
acting  individually  or  through  the  Railroads'  War  Board.  The  im- 
petus given  to  the  demands  of  railroad  organizations  by  the  success- 
ful stand  taken  by  the  train  and  engine  organizations  for  the  basic 
eight-hour  day  has  been  referred  to  in  Chapter  I.  Other  organiza- 
tions were  pressing  confidently  for  increased  consideration..1  The  suc- 
cess of  the  shopcrafts'  unions  in  the  winter  of  1916-1917  oriTihe  prin- 
cipal southeastern  railroads  has  also  been  mentioned  in  Chapter  I. 
Emboldened  by  this  success  and  by  other  favorable  conditions,  the 
shopcrafts'  unions  had  decided  to  serve  notice  jointly  on  the  rail- 
roads on  January  1,  1918,  demanding  standardization  of  hours  of 
service,  wages  and  working  conditions  on  all  the  railroads  and  this 
situation  faced  the  railroads  as  the  year  1917  drew  to  a  close.  There 
were  various  strikes  to  secure  union  recognition,  as,  for  example,  a 
strike  in  September  by  the  freight  handlers  at  Kansas  City  on  prac- 
tically all  lines,  and  a  strike  in  October  by  clerks  on  the  Atlantic 
Coast  Line  on  account  of  the  discharge  of  a  clerk  who  had  joined  a 
union.  Although  the  Atlantic  Coast  Line  had  filled  the  places  of  these 
strikers,  it  was  impelled  by  direct  request  of  President  Wilson  to 
restore  the  striking  clerks  to  their  places.  ^Movement  toward  unioniza- 
tion was  in  the  air.  The  increasing  scarcity  of  labor,  the  competition 
of  the  war  industries  for  the  available  labor,  and  the  obvious  need 
for  increased  wages,  gave  exceptional  opportunity  to  press  such  de- 
mands with  success.  !If  the  train  and  engine  men  could  be  successful  to 
the  point  of  forcing  Congress  to  establish  the  basic  eight-hour  da}T, 
why  could  not  other  organizations  gain  important  concessions  either 
directly  from  the  railroads  or  through  the  intervention  of  the  execu- 
tive or  legislative  branches  of  the  Government?  No  adequate  ma- 
chinery for  dealing  with  these  problems  existed.  While  there  was 
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provision  for  mediation  and  conciliation,  there  was  no  effective  pro- 
vision for  arbitration  or  fact-finding.  On  November  17,  1917,  the 
Railroads'  War  Board  made  this  definite  commitment  in  a  communi- 
cation to  the  Federal  Commissioner  of  Mediation  and  Conciliation : 

As  no  interruption  of  continuous  railroad  operation  can  be  tolerated 
under  war  conditions,  we  are  ready,  should  any  crisis  now  arise,  unre- 
servedly to  place  our  interests  in  the  hands  of  the  President  for  protec- 
tion, and  for  disposition  as  he  may  determine  is  necessary  in  the  public 
interest. 

/while  this  declaration  virtually  left  it  to  the  President  to  fix 
wages  and  working  conditions,  and  determine  all  such  questions 
as  recognition  of  the  unions,  there  was  still  no  provision  to  assure 
the  railroads  the  revenues  necessary  to  meet  the  increased  costs 
which  would  likely  result.  The  rapid  turnover  of  labor  was  seriously 
impairing  efficiency,  the  prices  of  materials  and  supplies  were  rap- 
idly rising,  and  the  margin  of  profit  was  steadily  dropping.  It  was 
represented  to  the  Interstate  Commerce  Commission  that  for  the 
first  nine  months  of  1917,  although  operating  revenues  for  the  east- 
ern carriers  had  increased  $123,000,000  as  compared  with  the  corre- 
sponding period  of  1916,  net  operating  income  had  decreased  $57,- 
000,000.  The  President  of  the  Pennsylvania  Railroad  Company  de- 
clared at  the  same  time  (November  5,  1917)  : 

:  The  railroads  are  operating  with  insufficient  and  necessarily  ineffi- 
cient labor  due  largely  to  inexperience.  This  in  itself  is  expensive  and 
will  be  relatively  more  so  during  the  winter  months.  Locomotives  im- 
properly prepared  for  road  service  break  down  en  route  involving  delays 
to  traffic  and  expense  in  rectifying  which,  if  the  work  had  been  properly 
done,  would  have  been  avoided.1  (Vol.  44,  pp.  6288-6289.  The  Fifteen 
Per  Cent  Case.) 

He  also  declared  that  the  eastern  carriers  were  encountering  con- 
tinuous increases  in  the  cost  of  labor,  fuel,  supplies,  taxes,  and  new 
capital,  were  unable  to  secure  and  retain  efficient  labor,  were  being 
forced  to  curtail  maintenance  expenses,  due  partly  to  inability  to 
secure  necessary  labor  and  material,  and  were  unable  to  provide  the 
facilities  which  were  essential  for  the  traffic. 

j^Mr.  Kruttschnitt,  of  the  Railroads'  War  Board,  in  a  memorandum 
of  December  22,  1917,  stressed  the  increasing  difficulty  of  keeping 
equipment,  particularly  locomotives,  in  proper  repair,  on  account  of 
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the  depletion  of  shop  forces,  "some  reporting  a  shortage  in  numhers 
of  as  much  as  lS1/^  per  cent,  and  all  reporting  a  much  greater  fall 
in  efficiency  due  to  the  necessity  of  recruiting  with  unskilled  men," 
and  he  emphasized  that  the  great  increase  in  movement  of  traffic  had 
been  accomplished  "with  forces  greatly  depleted  as  to  number  and 
weakened  as  to  efficiency." 

Not  only  was  there  no  guaranty  from  the  Government  to  safe- 
guard the  earnings  of  the  carriers,  but  the  Interstate  Commerce 
Commission  had  manifested  the  greatest  reluctance  to  grant  in- 
creases in  rates.  In  June,  1917,  the  applications  of  the  railroad  com- 
panies for  increased  rates  throughout  the  country  were  denied  except 
on  coal,  coke  and  iron  ore,  and  except  an  increase  of  class  rates  by 
eastern  carriers.  (The  Fifteen  Per  Cent  Case,  45  I.C.C.  303.)  At 
that  time  the  Commission  took  the  position  that  results  of  operations 
had  been  unusually  favorable  in  1916  and  that  there  was  not  yet  any 
sufficient  indication  that  the  revenues  on  the  heavy  current  business 
would  not  enable  the  railroads  to  meet  their  necessities.  In  the  fall 
the  railroad  executives  sought  a  rehearing,  but  before  action  was 
taken  thereon  the  Commission  made  its  report  on  unification  and 
clearly  implied  that  solution  of  the  carriers'  troubles  must  be  found 
primarily  through  some  form  of  effective  unification  for  war  pur- 
poses, and  so  action  upon  the  application  for  rehearing  of  The  Fif- 
teen Per  Cent  Case  was  not  taken.5 

Thus,  despite  creditable  achievements  by  the  railroads  under  the 
guidance  of  their  War  Board,  December,  1917,  was  drawing  to  a 
close  with  the  railroads  falling  further  and  further  behind  in  meeting 
the  country's  war-time  necessities.  Unification  to  make  existing  fa- 
cilities go  as  far  as  possible  had  not  been  achieved.  Without  govern- 
ment intervention  the  railroads  were  not  able  to  handle  the  labor 
situation  or  to  protect  their  revenues  or  to  get  adequate  capital  for 
indispensable  improvements,  or  even  to  get  needed  materials. 

5  It  is  suggestive  of  these  conditions  confronting  the  railroads  "at  the  end 
of  1917  that  in  the  first  four  months  of  1918  the  net  railway  operating  income 
as  shown  by  the  current  accounts  was  $110,344,733  less  than  for  the  corre- 
sponding period  of  the  year  1917.  During  these  four  months  of  1918  the 
railroads  were  still  being  operated  by  the  railroad  executives,  though  for  the 
Government  Railroad  Administration.  The  wage  levels  were  still  unchanged 
in  any  substantial  sense  because  the  first  wage  increases  made  by  the  Govern- 
ment did  not  appear  in  the  accounts  until  after  the  end  of  the  first  four  months 
of  1918. 
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It  was  essential  to  provide  means  foi*  handling  and  meeting  the 
demands  for  increased  wages ;  it  was  highly  important  to  make  pro- 
vision to  protect  the  owners  of  the  railroads  from  a  condition  of 
stationary  rates  and  rising  costs,  and  to  insure  them  through  some 
adequate  guaranty  against  the  losses  due  to  diversions  of  traffic  and 
rearrangement  of  facilities  which  would  be  inevitable  in  event  of 
effective  unification.  Experience  had  demonstrated  that  these  objects 
could  not  be  achieved  through  any  form  of  purely  voluntary  co- 
operation among  the  railroad  companies,  unaided  by  effective  gov- 
ernment guaranties.  In  addition,  there  was  prime  need  for  untan- 
gling the  situation  created  by  the  excessive  and  conflicting  govern- 
ment priorities,  which  were  paralyzing  transportation  and  to  do  this 
it  appeared  necessary  to  put  government  authority  directly  back  of 
the  transportation  machine. 

On  account  of  these  conditions  the  Government  took  possession 
and  control  of  the  railroad  systems  of  the  country,  for  war  pur- 
poses, at  the  end  of  December,  1917.  It  is  an  interesting  fact  that  in 
the  other  belligerent  countries,  war  control  of  the  railroads  had  been 
one  of  the  first  war  measures.  But  in  the  United  States,  definite  war 
control  of  essential  private  industries  had  been  extensively  entered 
upon  before  the  Government  took  control  of  the  railroads. 
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THE  PRESIDENT'S  PROCLAMATION, 
THE  RAILROAD  ADMINISTRATION'S  ORGANIZATION 
AND  THE  CONGRESSIONAL  LEGISLATION 

.The  Proclamation. 

On  December  26,  1917,  the  President  took  possession  and  control 
of  the  railroads  by  Proclamation.1  In  an  accompanying  explana- 
tory statement  the  President  declared  that  unification  of  the  rail- 
roads under  a  single  authority  was  necessary  for  the  complete 
mobilization  of  the  country's  resources  in  order  to  meet  the  re- 
quirements of  the  War.  He  said  that  the  Committee  of  Railroad 
Executives  (the  Railroads'  War  Board)  had  acted  with  patriotic 
zeal  and  ability,  but  that  there  were  insuperable  obstacles  to  unifi- 
cation of  the  railroads  through  any  such  process  and  that  the  Com- 
mittee of  Railroad  Executives  was  without  power  to  effect  proper 
compensation  or  to  readjust  earnings  to  protect  those  roads  which 
suffered  from  complying  with  the  Committee's  orders. 

The  President's  Proclamation  and  accompanying  statement  will 
be  found  in  the  appendix  to  this  chapter.  This  government  control 
of  the  railroads  was  entered  upon  by  virtue  of  a  provision  in  the 
Army  Appropriation  Act  approved  August  29,  1916,  granting  au- 
thority to  the  President  to  take  possession  and  control  of  any  sys- 
tem or  systems  of  transportation  in  time  of  war.  The  Proclamation 
extended  to  all  railroad  systems  of  transportation  and  systems  of 
coastwise  and  inland  transportation  controlled  thereby,  and  included 
sleeping  and  parlor  car  lines.  Street  electric  passenger  railways  and 
interurban  railways  were  excluded  from  the  Proclamation. 

William  G.  McAdoo,  the  Secretary  of  the  Treasury,  was  ap- 
pointed Director  General  of  Railroads.  He  was  directed  to  enter 
upon  negotiations  with  the  several  companies  looking  to  agreements 
for  just  and  reasonable  compensation  based  upon  the  average  an- 
nual net  operating  income  for  the  three  years  ending  June  30,  1917. 

1  The  Government's  resulting  possession  and  control  of  railroad  and  other 
systems  of  transportation  will  be  frequently  referred  to  in  this  hook  as 
"Federal  Control." 
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By  the  Proclamation  the  Government's  control  was  to  be  effective  at 
noon  on  December  28,  1917,  but  for  purposes  of  accounting  was  to 
date  from  twelve  o'clock  midnight  on  December  31,  1917. 

The  Organization  of  the  United  States  Railroad  Administration. 

Transportation  problems  of  the  most  critical  character,  especially 
in  the  east,  confronted  Director  General  McAdoo  when  he  assumed 
his  duties  on  December  28, 1917.  The  handling  of  these  problems  and 
the  building  up  of  an  organization  to  handle  them  had  to  be  dealt 
with  simultaneously.  Federal  Control  had  come  so  suddenly  that 
there  had  been  no  prior  opportunity  to  plan  either  as  to  problems 
or  character  of  organization.  It  will  be  convenient,  however,  to  deal 
in  this  chapter  with  the  organization  which  was  created  and  which 
came  to  be  designated  as  the  "United  States  Railroad  Administra- 

On  December  28,  1917,  Mr.  McAdoo,  in  shaping  the  organization 
for  carrying  on  this  work,  availed  himself  of  the  advice  and  assistance 
of  the  members  of  the  Interstate  Commerce  Commission,  John  Skel- 
ton  Williams,  who  as  Comptroller  of  the  Currency  was  associated 
with  Mr.  McAdoo  in  the  Treasury  Department,  A.  H.  Smith,  Presi- 
dent of  the  New  York  Central  Railroad  Company,  Judge  Robert  S. 
Lovett,  Chairman  of  the  Union  Pacific  Railroad  System  and  also  a 
member  of  the  War  Industries  Board  and  Director  of  Priorities, 
John  Barton  Payne,  General  Counsel  of  the  United  States  Shipping 
Board  Emergency  Fleet  Corporation  and  also  a  member  of  the  Tax 
Appeals  Board  recently  established  in  the  Treasury  Department, 
Edward  Chambers,  Traffic  Vice-President  of  the  Atchison,  Topeka 
&  Santa  Fe  Railway  Company  and  Traffic  Assistant  to  Food  Ad- 
ministrator Hoover,  and  the  writer.  Another  adviser  promptlv 
availed  of,  who  devoted  himself  unsparingly  to  Federal  Control  prob- 
lems, though  never  holding  an  official  position  in  connection  there- 
with, was  Henry  Walters,  Chairman  of  the  Board  of  Directors  of 
the  Atlantic  Coast  Line  Railroad  Company  and  of  the  Louisville  & 
Nashville  Railroad  Company. 

A  step  immediately  taken  upon  the  Director  General's  assumption 
of  his  responsibilities  was  to  vest  in  A.  H.  Smith,  President  of  the 
New  York  Central  Railroad  Company,  supervision  over  operations 
of  the  railroads  in  the  eastern  part  of  the  country  where  the  conges- 
tion of  traffic  was  most  critical.  On  January  18,  1918,  this  territory 
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was  defined  as  the  Eastern  Region  and  Mr.  Smith  was  made  its 
Regional  Director  as  below  explained^ 

On  December  31  the  Director  General  designated  as  one  of  his 
advisers  Hale  Holden,  President  of  the  Chicago,  Burlington  & 
Quincy  Railroad  Company,  who  had  been  a  member  of  the  Railroads' 
War  Board  throughout  its  existence,  and  took  over  the  War  Board's 
various  subcommittees  and  the  information  and  records  of  its  eight 
months'  work.  Mr.  Holden,  as  an  adviser,  remained  for  a  few  weeks 
until  he  felt  compelled  to  return  to  Chicago,  whereupon  he  was  suc- 
ceeded by  Carl  Gray,  at  that  time  President  of  the  Western  Mary- 
land Railway  Company.  The  personnel  of  the  War  Board's  sub- 
committees remained,  almost  without  exception,  with  the  Railroad 
Administration.  Mr.  Holden  later  became  a  Regional  Director  of 
the  Railroad  Administration. 

The  Central  Organization  took  final  shape  in  the  early  months  of 
1918  and  was  made  up  of  Divisions  of  Law,  Finance  and  Purchasing, 
Operation,  Traffic,  Labor,  Public  Service  and  Accounting,  Capital 
Expenditures,  and  Inland  Waterways,  all  reporting  to  the  Director 
General  of  Railroads. 

In  January,  1919,  Mr.  McAdoo  resigned  as  Director  General  and 
was  succeeded  by  the  writer  who,  up  to  that  time,  had  been  Assistant 
Director  General. 

The  organization  of  the  Central  Administration  is  shown  in  detail 
in  the  appendix  to  this  chapter. 

Regional  Organizations. 

In  addition  to  the  Central  Organization,  it  was  deemed  necessary 
to  divide  the  railroads  of  the  country  into  regions  and  to  place  each 
in  charge  of  a  Regional  Director.  At  first  there  were  only  three  re- 
gions, the  Eastern,  Western  and  Southern.  About  June  1,  1918, 
the  Eastern  Region  was  subdivided  into  the  Eastern,  Allegheny  and 
Pocahontas  Regions,  and  the  Western  was  subdivided  into  the  North- 
western, Central  Western  and  Southwestern  Regions.  After  the 
adoption  of  the  plan  of  having  seven  regions,  the  Regional  Directors 
were  as  follows  :2 

2  The  appendix  to  this  chapter  shows  the  organization  of  the  various  divi- 
sions of  the  Central  Organization  of  the  Railroad  Administration  and  also 
describes  the  various  regions  which  were  created  and  shows  the  principal 
railroads  embraced  in  each. 
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Eastern  Region,  A.  H.  Smith,  formerly  President  of  New  York 
Central  Railroad  Company,  office  at  New  York.3 

Allegheny  Region,  C.  H.  Markham,  formerly  President  of  Illinois 
Central  Railroad  Company,  office  at  Philadelphia,  Pa.3 

Pocahontas  Region,  N.  D.  Maher,  formerly  President  of  Norfolk 
&  Western  Railroad  Company,  office  at  Roanoke,  Va. 

Southern  Region,  R.  L.  Winchell,  formerly  Director  of  Traffic, 
Union  Pacific  System,  office  at  Atlanta,  Ga. 

Northwestern  Region,  R.  H.  Aishton,  formerly  President  of  Chi- 
cago &  North  Western  Railway  Co.,  office  at  Chicago,  111. 

Central  Western  Region,  Hale  Holden,  formerly  President  of 
Chicago,  Rurlington  &  Quincy  Railroad  Co.,  office  at  Chicago, 
111.3 

Southwestern  Region,  R.  F.  Rush,  formerly  President  of  Missouri 
Pacific  Railway  Co.,  office  at  St.  Louis,  Mo. 

Severance  of  Corporation  Connections. 

About  April  1,  1918,  it  was  decided  that  all  railroad  officers  con- 
nected with  the  Central  and  Regional  Administrations  should  ter- 
minate their  official  connections  with  the  railroad  companies.  As  the 
result,  the  members  of  the  Central  staff  as  well  as  the  Regional  Di- 
rectors and  their  staffs  severed  their  railroad  connections  and  be- 
came exclusively  officers  of  the  United  States  Railroad  Adminis- 
tration. 

Management  of  the  Respective  Railroads. 

The  President's  Proclamation  establishing  Federal  Control  pro- 
vided that  the  Director  General  might  perform  his  duties  so  long  and 
to  such  extent  as  he  should  determine  through  the  Roards  of  Direc- 

3  Toward  the  end  of  Federal  Control  several  changes  took  place,  due  to 
the  Regional  Directors  returning  to  their  corporations.  In  June,  1919,  Mr. 
Smith  was  succeeded  as  Regional  Director  of  the  Eastern  Region  by  his 
assistant,  A.  T.  Hardin,  who  before  Federal  Control  had  been  Senior  Vice- 
President  of  the  New  York  Central  Railroad  Company.  In  October,  1919, 
Mr.  Markham  was  succeeded  as  Regional  Director  of  the  Allegheny  Region 
by  his  assistant,  L.  W.  Baldwin,  who  before  Federal  Control  was  Vice-Presi- 
dent and  General  Manager  of  the  Central  of  Georgia  Railroad.  In  February, 
1920,  Mr.  Holden  returned  to  the  corporation  and  was  succeeded  by  R.  H. 
Aishton,  whose  jurisdiction  was  extended  to  include  both  the  Central  Western 
and  Northwestern  Regions. 
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tors,  receivers  and  officers  of  the  systems  of  transportation  which 
were  taken  over.  Accordingly,  at  the  outset,  the  Director  General 
made  the  officers  of  the  railroad  corporations  his  representatives  in 
the  operation  of  the  railroads.  On  March  28,  1918,  by  General 
Order  No.  16,  it  was  ordered,  for  the  purpose  of  avoiding  confusion, 
that  the  president  of  each  company  should  be  treated  by  the  United 
States  Railroad  Administration  as  the  company's  principal  execu- 
tive authority,  and  that  neither  Chairmen  of  the  Boards  of  Directors 
of  such  companies  nor  committees  of  such  boards  should  exercise 
functions  connected  with  railroad  operation  under  Federal  Control. 

However,  the  conclusion  was  later  reached  that  it  was  not  satis- 
factory to  look  to  the  presidents  of  the  railroad  companies  and  the 
subordinate  officers  of  those  companies  to  operate  the  railroads  for 
the  Government.  It  was  felt  that  the  officers  of  each  of  these  cor- 
porations would  have  inevitably  a  divided  allegiance, — on  the  one 
hand  to  their  respective  corporations  to  protect  their  interests  in 
their  relationships  with  the  Government,  and  on  the  other  hand  to 
protect  the  interests  of  the  Government  as  against  the  corporations. 
So  it  was  decided  to  appoint  for  each  railroad  property  a  Federal 
Manager,  who  generally  had  been  the  principal  operating  officer  of 
that  railroad.  Announcement  to  this  effect  was  made  Mav  21,  1918. 
Each  such  Federal  Manager  was  required  to  resign  all  official  con- 
nection with  the  railroad  company  and  to  become  exclusively  the 
representative  of  the  Railroad  Administration.  Officers  under  the 
Federal  Manager  likewise  severed  their  connection  with  the  railroad 
corporations  to  become  exclusive  representatives  of  the  Government. 
It  was  desired  that  the  Federal  managers  and  their  subordinates 
should  be  in  a  situation  analogous  to  that  of  the  ex-railroad  officers 
who  had  become  members  of  the  Central  staff  and  the  Regional  staffs. 
This  plan  was  made  effective  about  June  1,  1918.  Thereafter  the 
officers  remaining  with  the  railroad  corporations  ceased  to  be  in  any 
sense  representatives  of  the  Railroad  Administration. 

Non-political  Character  of  Railroad  Administration. 

As  was  true  of  the  governmental  war  agencies  generally,  the  Rail- 
road Administration  was  entirely  non-political.  The  Directors  of  the 
Divisions,  the  Regional  Directors,  the  Federal  Managers  and  the 
staffs  of  all  these  officers,  as  well  as  employees  in  general,  were  se- 
lected without  any  regard  whatever  to  politics  and  generally  without 
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any  knowledge  as  to  the  political  leaning  of  the  appointees.  The  em- 
ployees on  the  various  railroads  were  selected  by  the  Federal  Man- 
agers or  their  subordinate  officials  without  dictation  or  suggestion 
from  the  Railroad  Administration.  It  intervened  only  to  urge  the 
Federal  Managers  from  time  to  time  to  make  sure  that  an  unneces- 
sary number  of  employees  was  not  employed. 

Salaries. 

The  Director  General  was  confronted  with  the  problem  as  to 
what  salaries  should  be  paid  by  the  United  States  Railroad  Admin- 
istration to  railroad  officers  who  severed  their  railroad  connections. 
He  decided  that  as  to  the  Central  Administration  the  Assistant  Di- 
rector General  and  the  Directors  of  Divisions  should  receive  salaries 
of  $25,000  a  year.  This  meant  that  several  members  of  the  Central 
Railroad  Administration  gave  up  corporate  positions  in  which  they 
had  been  paid  $75,000  or  more  per  year  in  order  to  accept  the  gov- 
ernment work  at  $25,000  a  year.  Those  members  of  the  Central  staff 
who  already  held  governmental  positions,  Mr.  McAdoo,  Mr.  Prouty 
and  Mr.  Williams,  received  no  salaries  from  the  Railroad  Adminis- 
tration. 

As  to  the  Regional  Directors,  the  Director  General  felt  that  he 
was  justified  in  fixing  salaries  more  nearly  approximating  salaries 
paid  to  presidents  of  railroad  companies,  and  accordingly  salaries 
of  $50,000  were  fixed  for  the  Regional  Directors  of  the  Eastern, 
Allegheny,  Northwestern,  Central  Western  and  Southwestern  Re- 
gions ;  and  salaries  of  $40,000  were  fixed  for  the  Regional  Directors 
of  the  Pocahontas  and  Southern  Regions.  The  salaries  of  the  District 
Directors  were  fixed  at  $25,000  to  $35,000.  These  salaries,  however, 
meant  in  some  instances  important  reductions  from  the  salaries  there- 
tofore enjoyed. 

As  to  Federal  Managers,  the  Director  General  decided  that  the 
maximum  salary  should  be  $35,000,  and  many  of  the  salaries  were 
fixed  at  lower  amounts.  In  some  instances  Federal  Managers  gave 
up  salaries  of  $75,000  per  year  paid  by  the  corporations. 

The  Federal  Control  Act. 

While  the  President  had  taken  possession  of  the  railroads  under 
the  broad  and  brief  provision  of  the  Army  Appropriation  Act  of 
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August  29, 1916,  more  comprehensive  legislation  was  desired  in  order 
adequately  to  cover  this  extraordinary  situation,  constituting  the 
greatest  transfer  of  possession  and  control  of  privately  owned  prop- 
erty that  the  world  had  ever  known.  Hence  what  is  known  as  the 
Federal  Control  Act  was  passed  by  Congress  and  approved  March 
21,1918. 

This  act,  following  what  the  President  had  already  announced  in 
his  proclamation,  specifically  authorized  the  President  to  enter  into 
agreements  guaranteeing  the  respective  carriers  annual  compensa- 
tion not  exceeding  their  respective  average  annual  net  railway  oper- 
ating income  from  operation  in  the  three  years  ending  June  30, 
1917. 4  Provision  was  made  for  adjustments  of  the  compensation  to 
cover  enlargement  of  a  system  during  the  three-year  period,  or  other 
exceptional  conditions.  The  act  provided  that  claims  for  just  com- 
pensation not  so  agreed  upon  might  be  submitted  to  referees  ap- 
pointed by  the  Interstate  Commerce  Commission,  and  if  necessary 
carried  to  the  Court  of  Claims.  The  act  provided  that  the  agreements 
with  the  carriers  should  contain  appropriate  provisions  for  main- 
tenance during  Federal  Control  and  that  during  Federal  Control 
no  carrier,  without  the  approval  of  the  President,  should  pay  any 
dividend  in  excess  of  what  had  been  its  regular  rate  during  the  three 
years  ended  June  30,  1917.  The  President  was  given  power  to  re- 
quire any  carrier  to  make  additions  and  betterments ;  and  was  em- 
powered to  initiate  rates  subject  to  modification  by  the  Interstate 
Commerce  Commission  upon  complaint  and  hearing,  the  act  indi- 
cating that  it  was  the  intent  that  the  President  should  have  power 
to  fix  rates  sufficient  to  defray  the  expenses  of  the  carriers  under 
Federal  Control,  operating  as  a  unit.  The  act  also  made  an  appro- 
priation of  $500,000,000  to  be  used  for  the  purpose  of  paying  the 
expenses  of  Federal  Control  and  to  provide  necessary  terminals, 
rolling  stock,  additions  and  betterments,  et  cetera.  A  copy  of  the 
Federal  Control  Act  will  be  found  in  the  appendix  to  this  chapter. 

Various  provisions  of  the  act  will  be  discussed  in  greater  detail  in 
succeeding  chapters. 

On  March  29,  1918,  the  President  delegated  to  the  Director  Gen- 

4  The  net  railway  operating  income  as  defined  by  the  Federal  Control  Act 
was  the  balance  of  railway  operating  revenues  remaining  after  deducting 
operating  expenses,  taxes,  uncollectible  railway  revenues  and  deducting  or 
adding  the  net  of  equipment  rents  and  joint  facility  rents. 


CONGRESSIONAL  LEGISLATION 


29 


eral  of  Railroads,  pursuant  to  authority  contained  in  the  Federal 
Control  Act,  full  authority  to  execute  the  agreements  with  the  car- 
riers for  compensation,  et  cetera,  and  to  issue  orders  in  connection 
with  Federal  Control  and  to  exercise  all  powers  which  under  that  act 
or  any  other  act  the  President  was  authorized  to  perform  in  relation 
to  the  subject  matter. 

A  separate  chapter  will  be  devoted  to  the  contracts  between  the 
Government  and  the  carrier  corporations. 


CHAPTER  IV 


THE  MOVEMENT  OF  THE  TRAFFIC  IN  THE 
WAR  YEAR  OF  1918 

In  moving  the  traffic,  two  outstanding  policies  and  accomplishments 
of  Federal  Control  during  the  war  year  of  1918  were  (1)  the  con- 
trol of  shipment  of  traffic  so  as  to  prevent  its  clogging  up  terminals 
and  wasting  equipment  and  other  facilities  and  (2)  unified  direc- 
tion of  the  handling  and  maintenance  of  equipment  and  other  fa- 
cilities. What  had  been  impracticable  in  these  directions  under 
private  control  became  practicable  by  the  very  nature  of  Federal 
Control. 

Under  private  control  the  railroads  were  subject  to  many  gov- 
ernmental masters  even  in  peace  time  and  more  so  in  war  time.  If 
they  sought  any  sort  of  governmental  support,  either  material  or 
moral,  a  very  heavy  burden  of  proof  rested  on  them  to  show  they 
clearly  needed  what  they  sought.  In  negotiation  with  government 
representatives,  the  railroads  were  at  a  distinct  disadvantage,  be- 
cause the  Government  had  the  last  word,  and  particularly  so  in  time 
of  war. 

All  this  was  changed  by  Federal  Control.  The  Government  Rail- 
road Administration  became  as  authoritative  as  the  strongest  of  the 
government  war  agencies  and  as  much  a  part  of  the  Government  as 
the  War  or  Navy  Department.  Mr.  McAdoo,  as  Director  General  of 
Railroads,  thereby  became  a  member  of  the  President's  War  Cabinet, 
which  consisted  of  the  heads  of  the  War  Department,  Navy  Depart- 
ment, Shipping  Board,  Food,  Fuel  and  Railroad  Administrations 
and  other  war  agencies.  He  was  also  Secretary  of  the  Treasury  and 
as  such  a  leading  member  of  the  permanent  Cabinet.  He  could  speak 
with  the  full  authority  of  the  Government  on  behalf  of  the  interests 
of  railroad  operation.  Railroad  management  had  as  direct  access  to 
the  President  as  any  other  government  war  agency  enjoyed.  The 
Director  General  could  and  did  successfully  demand  of  the  other 
government  departments  what  the  railroads  needed  to  enable  them 
to  do  their  war  job.  They  could  get  their  employees  better  protected 
against  being  drafted  into  the  military  forces.  The  railroads  were 
lifted  out  of  the  operations  of  the  Anti-trust  Act  and  were  no  longer 
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the  subject  of  misgivings  on  the  part  of  the  Department  of  Justice. 
Under  Federal  Control  the  railroads  could  get  the  capital  they 
needed  for  making  essential  improvements  for  war  purposes  and 
the  materials  necessary  for  those  purposes,  and  the  money  needed 
for  increased  wages  and  other  operating  costs  could  be  obtained  from 
the  Government  if  railroad  revenues  were  insufficient. 

Control  over  Shippers  and  Shipments. 

This  governmental  status  was  decisive  in  controlling  the  situation 
so  as  to  eliminate  the  accumulation  of  traffic  on  the  road  as  well  as  in 
the  terminals,  whereas  theretofore  that  traffic  had  caused  congestion 
that  at  times  threatened  transportation  paralysis, 
f  A  condition  of  paralysis  had  almost  been  reached  in  some  crucial 
areas  in  the  east  at  the  beginning  of  Federal  Control,  due  to  the  con- 
gestion arising  from  the  conditions  explained  in  Chapter  II,  particu- 
larly the  conflicting  priority  orders  which  had  an  especially  dead- 
locking effect  in  the  exceptional!}'  bad  weather.  On  account  of  the 
Railroad  Administration's  authoritative  status  it  was  able  promptly 
to  do  away  with  excessive  and  conflicting  priorities  in  the  movement 
of  traffic.  The  first  step  taken  in  this  direction  at  the  very  beginning 
of  Federal  Control  was  to  disregard  priorities  in  badly  congested 
terminals  and  move  out  and  forward  cars  to  destination  in  the  order 
in  which  they  could  be  reached  in  the  overcrowded  railroad  yards. 
The  Railroad  Administration  promptly  took  steps  to  develop  an 
orderly  system  whereby  priorities  were  determined  by  it  or  with  its 
assent,  so  that  adequate,  rather  than  excessive  and  indiscriminate, 
priorities  could  be  accorded  to  the  necessities  of  the  war  agencies  in- 
terested in  transportation. 

During  1917,  no  matter  how  rapidly  the  railroads  might  move 
the  traffic  offered,  the  transportation  situation  was  not  cleared  up 
because  the  shippers  and  not  the  railroads  determined  what  traffic 
should  be  shipped,  and  did  so  regardless  of  whether  it  could  be  un- 
loaded at  destination.  The  government  agencies,  such  as  the  War 
and  Navy  Departments  and  Shipping  Board,  further  complicated 
the  situation  as  to  their  traffic,  which  was  of  enormous  volume,  by 
requiring  it  to  be  expedited  in  movement  over  the  railroads  regard- 
less of  whether  it  could  be  unloaded  at  destination.  The  railroads 
attempted  to  meet  the  resulting  congestion  by  an  elaborate  svstem 
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of  "embargoes,"  that  is,  prohibitions  against  traffic  being  received 
by  certain  railroads  whose  lines  or  terminals  were  already  congested. 
But  these  embargoes  had  to  give  way  from  time  to  time  to  the  force 
of  government  priority  orders,  and  besides,  when  the  embargoes  were 
lifted  new  waves  of  traffic  came  surging  on  the  particular  railroad 
regardless  of  whether  such  new  traffic  could  be  promptly  disposed 
of  at  destination,  and  then  the  trouble  began  again. 

The  Railroad  Administration,  by  virtue  of  its  governmental  non- 
competitive character,  succeeded  in  enforcing  a  "permit  system"  by 
which  traffic  was  controlled  at  the  source.  By  this  system  traffic 
could  not  be  loaded  into  railroad  cars  until  adequate  assurance  was 
given  that  it  could  be  promptly  unloaded  at  destination,  and  in  this 
way  there  was  eliminated  the  holding  of  cars  in  terminals  for  indefi- 
nite periods,  amounting  sometimes  to  weeks  or  months,  until  con- 
signees could  unload.  Indeed  such  conditions  had  resulted  in  the  fill- 
ing up  of  sidetracks  as  far  west  as  Chicago  or  even  further  west 
with  cars  loaded  with  export  material  which  could  not  move  because 
the  facilities  further  east  were  congested  with  traffic  likewise  awaiting 
unloading  at  eastern  terminals.  No  longer  could  an  exigent  repre- 
sentative of  a  war  agency  such  as  the  Shipping  Board  force  the 
immediate  loading  and  movement  of  carloads  of  traffic  when  the 
conditions  at  destination  were  unknown  or  threatened  long  delay  in 
unloading. 

One  of  the  most  serious  handicaps  to  speedy  unloading  at  eastern 
terminals  had  been  in  connection  with  export  shipments  for  which 
no  ships  were  available  on  arrival  at  the  seaboard.  This  meant  serious 
tying  up  of  railroad  cars  and  terminal  space.  The  Railroad  Adminis- 
tration, acting  in  conjunction  with  the  War  and  Navy  Departments, 
organized  an  Exports  Control  Committee  in  June,  1918,  on  which 
there  were  representatives  of  these  three  agencies  as  well  as  a  repre- 
sentative of  the  Allies  and  a  representative  of  the  Shipping  Control 
Committee  which  had  control  of  all  shipping  both  for  the  United 
States  and  the  Allied  Governments.  This  committee  was  a  develop- 
ment of  the  Export  Division  of  the  General  Operating  Committee 
of  Eastern  Railroads  organized  by  the  Railroads'  War  Board  in 
December,  1917,  and  was  highly  successful  in  insuring  the  proper 
balance  between  rail  traffic  on  hand  at  the  seaport  for  export  and 
ships  at  the  seaports  to  take  that  traffic.  Its  success  was  in  large  part 
due  to  the  fact  that  the  Railroad  Administration  would  not  permit 
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traffic  to  be  loaded  into  cars  until  assured  ships  would  be  available  at 
the  seaboard.  J 

To  insure  full  cooperation  among  the  various  government  agencies 
interested  in  transportation,  the  Railroad  Administration's  Division 
of  Traffic  appointed  expert  traffic  men  under  the  designation  of 
"Managers  of  Inland  Traffic,"  and  one  of  these  was  assigned  to 
each  of  the  interested  government  departments,  that  is,  War  De- 
partment, Navy  Department,  Fuel  Administration,  Food  Adminis- 
tration, U.S.  Shipping  Board  Emergency  Fleet  Corporation  and 
War  Industries  Board. 

Through  the  close  contacts  thus  established,  an  exceptionally  cor- 
dial and  effective  coordination  was  secured  in  the  handling  of  war 
traffic.  This  put  an  end  to  the  burdensome  and  paralyzing  priorities 
which  prior  to  Federal  Control  had  been  imposed  upon  the  railroads 
by  the  different  war  agencies  of  the  Government  and  in  some  instances 
by  manv  different  representatives  of  the  same  war  agency. 

Another  instance  of  control  of  traffic  was  by  the  joint  work  of 
the  Fuel  and  Railroad  Administrations  in  zoning  the  supply  and 
shipment  of  coal  so  as  to  prevent  its  movement  beyond  the  limits  of 
the  zone  established  for  the  mines  at  which  it  was  produced,  thus 
eliminating  cross  hauls  and  unnecessarily  long  hauls  and  saving 
transportation  energy. 

Not  only  was  the  Railroad  Administration  able  to  deal  more  ef- 
fectively than  the  private  railroad  managements  with  other  govern- 
mental departments,  but  it  also  had,  up  to  the  Armistice,  an  espe- 
cially strong  position  in  dealing  with  private  shippers.  One  of  the 
chief  problems  of  the  Railroad  Administration  was  conservation  of 
the  existing  supply  of  freight  cars.  Although  100,000  new  cars  were 
ordered  in  1918,  delivery  could  not  be  obtained  in  time  for  the  heavy 
fall  traffic.  It  was  therefore  necessary  to  meet  the  increasing  demands 
for  transportation  by  making  more  effective  use  of  the  existing  sup- 
ply of  cars.  An  active  campaign  was  undertaken  among  the  shippers 
to  increase  the  loading  per  car  by  changing  the  sizes  of  containers, 
double  and  triple  tiering  cars  and  in  every  way  trying  to  make  one 
car  do  the  work  of  two.  The  Railroads'  War  Board  had  successfully 
inaugurated  such  a  movement  in  1917.  As  a  result  of  the  hearty  co- 
operation from  all  concerned  the  average  car  load  increased  2.2  tons 
or  8  per  cent  for  the  first  ten  months  of  1918  as  compared  with  the 
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same  period  of  1917,  which  had  shown  a  corresponding  increase  over 
1916. 

Along  this  same  line  of  endeavor  was  the  "sailing  day  plan"  for 
handling  less-than-carload  freight  under  which  shipments  of  less- 
than-carload  or  package  freight  from  a  large  center  to  smaller  points 
were  concentrated  on  certain  specified  days  instead  of  being  handled 
each  day,  irrespective  of  the  quantity  to  be  shipped.  This  plan  had 
the  advantage  of  providing  sufficient  tonnage  for  full  carloads  from 
point  of  shipment  to  destination  thus  avoiding  transfer  at  inter- 
mediate points.  It  was  estimated  that  this  plan  when  fully  worked 
out  would  save  the  rehandling  of  3,600,000  tons  of  package  freight 
annually  in  addition  to  the  more  effective  utilization  of  the  freight 
car  equipment. 

The  Handling  of  the  Available  Transportation  Facilities. 

One  of  the  gravest  difficulties  at  the  beginning  of  Federal  Control 
was  the  shortage  and  the  poor  condition  of  locomotives,  particularly 
in  the  east  where  the  heaviest  stress  had  been  felt. 

The  shortage  was  due  largely  to  the  fact  that  the  construction 
and  delivery  of  3,400  locomotives  which  had  been  ordered  by  the 
railroads  were  postponed  in  1917  so  as  to  admit  of  the  prior  con- 
struction and  delivery  of  over  3,600  locomotives  for  the  use  of  our- 
selves and  our  Allies  in  Europe.  With  no  new  locomotives  being 
delivered,  and  the  old  ones  being  worked  beyond  any  reasonable 
limit,  without  adequate  time  even  for  running  repairs  (and  without 
adequate  shops  or  shop  forces  on  many  railroads  to  make  repairs), 
the  situation  as  to  locomotives  was  becoming  more  critical  day  by 
day. 

The  Railroad  Administration  adopted  several  expedients  to  meet 
the  situation.  It  leased  from  the  War  Department  200  locomotives, 
which  had  been  constructed  for  the  Russian  Government,  but  which 
could  not  be  delivered  owing  to  conditions  in  Russia,  and  135  light 
locomotives  built  for  service  to  France  but  not  immediately  needed 
there.  Steps  were  also  successfully  taken  to  lift  the  ban  on  the  con- 
struction of  the  locomotives  which  the  railroads  had  ordered,  and  as 
these  were  constructed,  no  matter  for  what  railroads,  they  were  at 
once  put  into  service  on  the  railroads  where  the  need  was  greatest. 
In  addition  215  locomotives  were  diverted  to  the  eastern  railroads 
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most  in  need,  being  taken  from  other  eastern  railroads  where  the  need 
was  less.  The  Railroad  Administration  was  thus  able  to  add  promptly 
several  hundred  locomotives  to  the  inadequate  supply  on  those  east- 
ern railroads  on  which  the  congestion  was  most  severe,  and  between 
400  and  500  were  so  added  in  the  first  two  months  of  the  year,  j 

But  the  principal  accomplishment  was  in  expediting  the  repair 
of  the  locomotives  already  in  service  and  on  many  of  which  repairs 
were  long  overdue.  The  shortage  in  shopmen  was  met  by  securing 
an  agreement  with  the  mechanical  crafts  to  waive  their  contract 
privileges  on  many  of  the  railroads  for  the  limitation  of  the  number 
of  hours  of  work  per  day.  Railroad  shops  on  many  important  lines 
were  placed  on  the  basis  of  70  hours  a  week  and  on  other  lines  at  60 
hours  a  week,  thus  securing  an  average  increase  of  16  per  cent  in 
shop  hours.  The  drift  of  shop  employees  to  the  war  industries  pay- 
ing higher  wages  was  partially  stopped  hy  the  Director  General's 
promise  that  railroad  wages  would  be  readjusted  as  soon  as  possible, 
the  readjustment  to  be  retroactive  to  January  1,  1918.  Railroad 
mechanics  were  placed  on  a  preferred  list  to  prevent  their  being 
drafted  into  military  service  at  least  until  their  presence  was  actually 
required  in  the  military  forces. 

In  view  of  the  inadequacy  of  shop  facilities  on  some  of  the  rail- 
roads and  the  necessity  for  expediting  repairs  of  all  unserviceable 
locomotives,  those  locomotives  needing  heavy  repairs  were  generally 
sent  to  the  nearest  available  repair  shop  regardless  of  ownership  of 
shops  or  locomotives.  This  was  done  to  the  extent  of  2,280  locomo- 
tives during  1918.  J3 

Shortages  in  materials  and  supplies  required  for  locomotive  main- 
tenance were  overcome  by  arrangements  with  the  Priorities  Division 
of  the  War  Industries  Board.  Vigorous  efforts  were  made  to  prevent 
usable  material  being  sold  as  scrap,  additional  reclamation  plants 
were  established  and  wherever  possible  old  material  was  repaired  and 
used  again. 

As  a  result  of  these  policies,  the  number  of  heavy  repairs  to  loco- 
motives from  August  3  to  December  28,  1918,  increased  about  24 
per  cent  over  the  corresponding  period  of  the  preceding  year  (com- 
parable records  not  being  available  for  the  period  of  1918,  prior  to 
August  3). 

The  making  of  running  repairs  was  facilitated  by  the  common 
use  of  locomotive  terminal  facilities  so  as  to  overcome  the  absence  of 
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adequate  facilities  on  some  of  the  roads  for  large  modern  locomo- 
tives. For  example,  at  the  beginning  of  Federal  Control,  it  was  found 
in  some  localities  that  roundhouses  built  twenty  years  before  were 
called  upon  to  take  care  of  locomotives  twice  the  size  of  those  for 
which  the  stalls  had  been  designed,  with  the  result  that  running 
repairs  had  to  be  made  out-of-doors  under  severe  weather  conditions, 
resulting  on  some  occasions  in  freezing  and  bursting  of  steam  pipes, 
air  pumps  and  even  cylinders. 

^  The  improvement  in  locomotive  maintenance  in  the  war  year  of 
1918  was  marked.  During  that  year,  the  heaviest  freight  and  passen- 
ger traffic  on  record  had  been  handled  by  the  railroads,  yet  on 
November  15,  four  days  after  the  Armistice  was  signed,  there  were 
stored  in  serviceable  condition  1,021  locomotives,  and  by  December 
31,  1918,  this  number  had  been  increased  to  1,384.  On  the  other 
hand,  on  November  15, 1917,  the  number  so  stored  was  only  528,  and 
even  this  reserve  had  disappeared  completely  by  December  31,  1917. 
This  fact  affords  one  of  the  most  striking  illustrations  of  the  ad- 
vantages possessed  and  availed  of  by  the  Railroad  Administration. 
Under  private  control,  in  the  face  of  the  obstacles  which  have  been 
referred  to,  locomotive  power  had  got  to  the  point  at  the  end  of  1917 
(when  confronted  with  constantly  increasing  war  tasks),  where  no 
reserve  whatever  was  on  hand  or  in  sight.  But  in  1918,  although  suc- 
cessfully handling  the  war  traffic,  an  appreciable  reserve  was  built 
up. 

The  Railroad  Administration  established  standard  weekly  loco- 
motive condition  reports  whereby  it  was  kept  informed  of  the  situa- 
tion of  locomotive  power  throughout  the  country  and  locomotives 
needing  repairs  were  promptly  assigned  to  the  nearest  available  re- 
pair shop.  A  standard  classification  of  repairs  was  established  under 
which  the  repairs  to  locomotives  were  reported  by  all  railroads,  thus 
permitting  an  intelligent  comparison  of  locomotive  condition  and 
shop  output  on  individual  railroads. 

Similar  methods  were  adopted  to  insure  the  maintenance  of  freight 
and  passenger  cars  in  a  condition  to  handle  traffic.  But  while  it  is 
true  that  at  the  end  of  1917  the  condition  of  freight  cars  was  far 
from  good,  due  to  shortage  of  shop  forces  and  also  to  the  fact  that  in 
congested  areas  many  cars  could  not  be  unloaded  and  sent  to  the 
shops,  and  were  kept  long  after  the}'  should  have  been  repaired,  the 
fundamental  difficulty  with  the  freight  car  situation  was  that  cars 
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in  good  condition  for  further  service  could  not  be  promptly  unloaded 
and  returned  to  service,  so  that  car  shortages  reached  unprecedented 
proportions.  As  the  Railroad  Administration  was  able  to,  and  did, 
exercise  effective  control  over  the  shipment  of  traffic,  and  prevented 
its  being  loaded  unless  it  could  be  unloaded  at  destination,  car  con- 
gestion and  car  shortages  practically  disappeared  in  1918. 1 

In  view  of  the  business  difficulties  incident  to  the  prompt  loading 
and  unloading  of  freight  traffic  and  its  warehousing  or  other  dis- 
position, shippers  and  consignees  were  under  a  strong  temptation, 
especially  on  account  of  the  uncertainties  and  pressure  of  business 
under  war  conditions,  to  hold  freight  cars  too  long  after  they  had 
been  furnished  for  loading  and  to  hold  traffic  in  the  cars  too  long 
after  its  arrival  at  destination.  To  discourage  such  improper  prac- 
tices and  to  effect  the  prompt  release  of  equipment,  the  demurrage 
rules  were  changed  by  the  Railroad  Administration  in  January, 
1918,  so  as  greatly  to  increase  the  charges  for  holding  cars  for 
loading  or  unloading  beyond  the  customary  free  time.  These  charges 
were  $3  per  car  (itself  an  increase  over  the  pre-war  charge)  for 
each  of  the  first  four  days  after  free  time,  $6  for  each  of  the  next 
three  days  and  $10  for  each  succeeding  day.  The  effect  was  a  con- 
siderable increase  in  the  supply  of  equipment. 

Unified  control  was  established  over  the  distribution  of  refrigerator 
and  tank  cars  owned  by  private  car  lines  which  had  not  been  taken 
over  by  the  Government  and  the  movement  of  these  cars  was  co- 
ordinated with  those  belonging  to  the  railroad  and  private  car  lines 
taken  over.  As  a  result  there  was  a  greatly  increased  utilization  of 
this  equipment. 

The  elasticity  of  unified  operation  in  the  war  emergency  was  illus- 
trated by  the  handling  of  foodstuffs  for  the  Food  Administration  in 
February  and  March,  1918.  The  Food  Administration's  program 
called  for  forwarding  approximately  1,160,000  tons  of  food  of  all 
kinds  per  month  to  the  Allies.  Only  about  750,000  tons  had  been 
forwarded  in  J anuary ,  and  early  in  February  the  prospect  was  that 
at  the  then  rate  of  progress  only  500,000  tons  would  be  forwarded 
in  February.  The  situation  had  been  complicated  by  the  extraor- 
dinary congestion  of  traffic  existing  at  the  beginning  of  Federal 

1  But  on  account  of  the  extreme  congestion  at  the  beginning  of  Federal 
Control,  and  the  unprecedentedly  severe  winter,  car  shortages  continued  very- 
heavy  until  after  the  end  of  April. 
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Control  and  by  the  unprecedented  severity  of  the  winter.  Early  in 
February  the  matter  was  brought  earnestly  to  the  attention  of  the 
Railroad  Administration  by  the  Council  of  National  Defense,  the 
Food  Administration  and  the  representatives  of  the  Allies.  Vigorous 
steps  were  taken  at  once  to  improve  these  conditions.  Empty  box 
cars  were  moved  preferentially  from  all  portions  of  the  east  and 
south  into  the  western  grain  states,  with  the  result  that  by  March 
15  the  vessel  capacity  of  the  Allies  had  been  more  than  satisfied  and 
the  situation  did  not  thereafter  present  any  embarrassment. 

Marine  Department. 

Another  advantage  of  unified  control  of  railroads  was  the  co- 
ordination of  the  marine  operations  of  the  individual  lines.  A  num- 
ber of  railroads  prior  to  Federal  Control  operated  coastwise  steam- 
ship lines  and  steamers  on  the  Great  Lakes.  These  lines  were  taken 
over  by  the  Government  as  a  part  of  the  owning  railroad's  system 
of  transportation.  There  were  also  four  independent  coastwise  steam- 
ship lines  which  were  taken  over  by  the  President's  Proclamation  on 
April  13, 1918,  and  relinquished  on  December  6,  1918.  The  railroad- 
owned  steamship  lines  were  retained  until  the  end  of  Federal  Control. 

Although  these  companies  had  a  combined  fleet  of  112  ships,  32 
of  them  were  in  the  service  of  the  War  and  Navy  Departments  and 
one  in  the  service  of  the  Italian  Government.  The  coastwise  opera- 
tions were  seriously  interfered  with  by  the  fear  of  German  sub- 
marines, making  it  necessary  to  run  without  lights  and  make  long 
detours.  Notwithstanding  these  difficulties  the  greatly  reduced  fleet 
under  centralized  control  was  able  to  handle  promptly  through  south- 
ern Atlantic  ports,  a  large  tonnage  of  cotton  for  New  England  mills 
and  of  raw  materials  for  eastern  war  industries,  thus  relieving  to  this 
extent  the  congested  rail  gateways.  By  the  consolidation  of  the  coal- 
carrying  fleets  of  tugs  and  barges  of  the  Reading,  Lehigh  Valley, 
Erie  and  New  York,  Ontario  &  Western,  movement  of  coal  to  New 
England  was  promoted  and  a  serious  shortage  of  fuel  in  that  section 
was  averted. 

The  Cape  Cod  Canal,  privately  owned  and  operated,  was  an  im- 
portant section  in  the  inside  route  from  New  York  to  New  England 
which  was  extensively  used  on  account  of  German  submarines.  On 
account  of  diversion  of  dredging  equipment  during  1917  to  govern- 
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ment  uses,  the  owners  had  been  unable  to  provide  much  needed 
dredging  and  the  formation  of  shoals  had  reduced  the  navigable 
depth  at  mean  low  water  from  25  feet  to  17  feet.  To  remedy  this  situa- 
tion the  canal  was  taken  under  Federal  Control  by  Proclamation 
effective  July  25,  1918,  and  an  extensive  program  of  dredging, 
piling,  bank  protection  and  other  maintenance  and  betterment  work 
was  immediately  undertaken. 

F.  C.  Wright,  Assistant  Director  of  Operation,  previously  Vice- 
President  of  the  Bangor  &  Aroostook  Railroad,  was  in  charge  of  the 
Marine  Department  during  the  entire  period  of  Federal  Control. 

The  Unprecedented  Winter. 

An  account  of  the  handling  of  transportation  in  1918  would  be 
incomplete  unless  it  referred  to  the  phenomenally  difficult  weather 
which  seriously  obstructed  railroad  operations  in  January  and  Feb- 
ruary. This  matter  was  described  as  follows  in  the  annual  report  for 
1918  by  A.  H.  Smith,  Regional  Director  for  the  Eastern  Region: 

During  January  and  the  early  part  of  February  the  weather  condi- 
tions in  the  eastern  territory  were  the  most  severe  ever  recorded.  With 
abnormally  low  temperatures,  ranging  from  5  degrees  to  30  degrees 
below  zero,  accompanied  by  high  winds,  reaching  a  velocity  of  70  miles 
per  hour,  blizzards  of  snow  and  sleet  following  one  another  with  such 
frequency  that  recovery  from  one  was  not  possible  before  another  was 
upon  us,  with  yards  buried  deep  in  snow  and  ice,  main  tracks  blocked, 
passenger  trains  abandoned  and  freight  traffic  practically  paralyzed, 
the  railroad  forces  struggled  to  keep  going  the  flow  of  food,  munitions, 
and  fuel  so  vitally  essential  to  the  successful  conduct  of  the  war  and  to 
the  communities  in  the  eastern  territory  dependent  thereon. 

Men  had  their  hands,  feet,  and  faces  frozen  digging  out  trains  stalled 
on  the  line  or  endeavoring  to  get  trains  over  the  road;  office,  shop,  and 
other  forces  turned  out  voluntarily  to  help  shovel  snow  and  ice  from 
yards  and  switches,  and  officers  and  employees  remained  on  duty  for 
long  periods  under  the  most  trying  conditions  without  question,  reflect- 
ing a  spirit  of  self-sacrifice  in  the  common  cause  and  a  determination  to 
contribute  as  fully  as  possible  in  bringing  the  war  to  its  successful  con- 
clusion. There  were  many  anxious  hours  when  it  appeared  that  an  indefi- 
nite freezing  up  and  suspension  of  operation  would  be  the  outcome,  but 
with  each  recurring  storm  the  problem  of  keeping  the  through  lines  open 
was  immediately  attacked  and  while  at  times  it  was  necessary  tempo- 
rarily to  abandon  all  train  operation,  the  essential  food,  fuel,  and  muni- 
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tions  were  moved  in  the  necessary  quantities  to  supply  domestic  re- 
quirements as  well  as  to  cargo  and  bunker  the  large  number  of  steam- 
ships which  were  carrying  our  Army  overseas  and  supply  them  and  our 
Allies  with  the  things  necessary  for  carrying  on  the  War. 

General  Results  as  to  Freight  Traffic. 

As  a  result  of  these  methods,  the  railroads,  aided  by  the  water 
carriers,  while  maintaining  a  performance  at  virtually  a  maximum 
level,  steadily  improved  their  position  as  to  car  shortages  and  ab- 
normal accumulation  of  traffic  in  terminals.  At  the  time  of  the  Armi- 
stice they  were  able  to  function  practically  at  maximum  capacity 
(allowing  of  course  for  reduced  capacity  on  account  of  weather  con- 
ditions as  winter  approached),  whereas  in  the  corresponding  period 
the  year  before,  the  railroads,  largely  on  account  of  lack  of  control 
over  the  shippers,  found  their  capacity  on  a  rapidly  descending 
scale. 

The  car  shortage  in  1917  reached  its  highest  point  in  May,  1917, 
the  shortage  amounting  to  164,000  cars,  which  was  also  the  highest 
point  in  the  history  of  the  railroads  of  which  we  have  record.  During 
the  summer  months  of  1917,  the  shortage  was  reduced,  but  began 
to  rise  again  in  the  fall  and  reached  150,000  cars  in  November, 
1917.  But  in  November,  1918,  despite  the  enormous  traffic  handled 
throughout  the  year,  the  car  shortage  was  less  than  15,000  cars.  The 
accumulation  of  freight  cars  in  terminals  in  excess  of  normal  had 
reached  about  90,000  cars  in  November,  1917,  and  had  acquired  a 
momentum  that  carried  it  steadily  upwards  to  about  200,000  cars 
in  February,  1918,  by  which  time  the  Railroad  Administration  be- 
gan to  get  control  of  the  situation.  The  unprecedented  winter  of 
course  contributed  largely  to  this  situation.  The  accumulation  was 
soon  reduced  to  manageable  proportions  and  in  November,  1918, 
was  about  40,000  cars.  The  movement  of  freight  traffic  as  reflected 
by  the  net  ton  miles  per  mile  of  road  indicates  that  in  1917,  despite 
the  steadily  increasing  demand  for  transportation,  the  performance 
was  dropping  substantially  almost  month  by  month  beginning  with 
the  month  of  July,  whereas  in  1918,  up  to  October  (the  last  full 
month  of  war  traffic),  the  performance  was  continuing  at  practi- 
cally the  maximum  level.  This  again  illustrated  that  the  advantages 
possessed  by  the  Railroad  Administration  enabled  it  as  the  year  1918 
progressed  to  handle  the  war  traffic  in  substantially  uniform  volume, 
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while  the  disadvantages  of  1917  resulted  in  the  railroads  steadily 
losing  ground  in  the  latter  part  of  the  year  until  they  had  reached  a 
critical  situation  by  the  end  of  December  in  tbat  year. 

Passenger  and  Troop  Movement. 

L  In  1918  the  railroads  handled  a  larger  passenger  traffic  than  ever 
before.  Indeed  in  1917  tbe  passenger  traffic  had  greatly  increased 
over  any  preceding  year,  passenger  miles  being  14;  per  cent  more 
than  in  1916,  the  highest  preceding  year.  Through  intensive  con- 
solidation of  passenger  service  and  the  elimination  of  unnecessary 
passenger  train  miles,  the  greater  business  in  1917  was  handled  with 
approximately  the  same  number  of  train  miles  as  in  1916.  In  1918, 
there  was  a  further  increase  in  business,  passenger  miles  being  8  per 
cent  greater  than  in  1917,  but  by  further  consolidation  of  service 
and  elimination  of  unnecessary  train  miles,  the  traffic  was  actually 
handled  with  8  per  cent  less  train  miles  than  in  1917. 

The  Troop  Movement  Section  of  the  Division  of  Operation,  with 
substantially  the  same  organization  as  in  1917,  continued  the  effec- 
tive transportation  of  the  troops  to  the  training  and  concentration 
camps  and  from  these  camps  to  ports  of  embarkation. 


CHAPTER  V 


THE  FUNDAMENTAL  DIFFERENCES  IN  CONDITION 
AFTER  THE  ARMISTICE 

Up  to  the  Armistice  there  was  a  definite  objective  to  which  all  energies 
were  directed,  and  that  was  to  win  the  War.  In  the  Railroad  Admin- 
istration, the  Central  and  Regional  staffs  and  the  officials  and  em- 
ployees on  the  various  railroads  had  this  paramount  purpose  to  guide 
and  unify  their  efforts.  They  had  the  acquiescence  and  support  of 
the  general  public  and  of  the  corporate  representatives  of  the  rail- 
road companies.  No  question  arose  as  to  how  long  Federal  Control 
would  last,  because  everybody  assumed  that  it  would  last  until  the 
War  was  won.  There  Avas  no  time  to  speculate  or  disagree  as  to  what 
would  be  done  with  the  railroads  when  hostilities  were  ended. 

But  when  the  Armistice  was  signed,  the  main  object  for  which  the 
railroads  had  been  taken  over  had  been  accomplished.  There  was 
then  a  disappearance  of  the  war  spirit  which  had  controlled  the  ener- 
gies and  the  attitude  of  those  engaged  in  or  affected  by  railroad 
operation.  Almost  every  motive  or  aspect  pertaining  to  the  subject 
underwent  a  complete  and  sudden  change.  The  student  of  the  phe- 
nomena of  Federal  Control  of  railroads  must  therefore  draw  the 
sharpest  distinction  between  the  pre-armistice  period  and  the  post- 
armistice  period,  these  periods  corresponding  for  practical  purposes 
substantially  with  the  years  1918  and  1919,  respectively. 

Tenure  of  Federal  Control. 

One  of  the  outstanding  characteristics  of  the  post-armistice  period 
was  the  uncertainty  of  the  Government's  tenure  of  the  railroads.  So 
long  as  hostilities  lasted,  nobody  bothered  about  the  length  of  the 
tenure.  The  moment  hostilities  were  over,  the  question  became  acute 
as  to  how  long  Federal  Control  should  continue,  if  at  all. 

Immediately  after  the  Armistice  there  developed  emphatic  de- 
mands on  the  part  of  the  public  for  two  inconsistent  things,  the  first 
being  the  termination  of  Federal  Control  without  delay  and  the  other 
being  the  continuance  of  Federal  Control  until  Congress  had  passed 
legislation  for  the  improvement  of  government  regulation  of  private 
railroad  control. 
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The  President's  Proclamation  taking  over  the  railroads  had  put 
no  limit  upon  the  duration  of  the  government  tenure.  The  Federal 
Control  Act  of  March  21,  1918,  provided  that  Federal  Control 
should  continue  during  the  War  and  for  a  reasonable  time  thereafter, 
not  exceeding  one  year  and  nine  months  from  the  making  of  peace. 

In  President  Wilson's  message  to  Congress  on  December  2,  1918, 
he  indicated  that  the  Treaty  of  Peace  could  be  hoped  for  "by  the 
time  spring  has  come."  He  expressed  the  view  that  the  railroads 
ought  not  to  be  allowed  to  go  back  to  the  old  conditions  of  unre- 
stricted competition  and  multiform  regulation  by  both  State  and 
Federal  authorities  and  emphasized  that  Congress  should  adopt  an 
affirmative  and  constructive  railroad  policy.  But  the  President  fur- 
ther indicated  "that  it  will  presently  become  my  duty  to  relinquish 
control  of  the  roads,  even  before  the  expiration  of  the  statutory 
period,  unless  there  should  appear  some  clear  prospect  in  the  mean- 
time of  a  legislative  solution"  pointing  out  that  their  release  would 
at  least  produce  certainty  and  a  quick  stimulation  of  private  initia- 
tive. (See  appendix  to  this  chapter  for  extracts  from  the  President's 
message.) 

Shortly  after  delivering  this  message,  the  President  sailed  for 
Europe  to  participate  in  the  Peace  Conference  in  Paris. 

On  January  4,  1919,  Director  General  McAdoo  recommended  to 
the  Chairman  of  the  Senate  and  House  Committees  on  Interstate 
Commerce  that  Federal  Control  should  be  extended  for  a  period  of 
five  years,  so  as  to  tide  over  the  inevitable  difficulties  of  post-war 
reconstruction  for  all  forms  of  industry,  and  so  that  the  Railroad 
Administration  might  proceed  in  a  confident  manner  to  make  the 
necessary  railroad  improvements,  and  incidentally  to  stabilize  in- 
dustry by  supplying  an  extensive  railroad  purchasing  power  instead 
of  a  purchasing  power  greatly  impaired  by  uncertainty  as  to  the 
status  of  the  railroads.  The  writer,  who  succeeded  Mr.  McAdoo 
on  January  11,  1919,  took  the  position  that  one  of  two  courses 
should  be  promptly  adopted:  (1)  to  give  the  Railroad  Adminis- 
tration a  reasonable  extension  of  from  three  to  five  years  so  that 
it  could  formulate  and  carry  out  with  authority  and  confidence 
policies  necessary  to  satisfactory  transportation  service  and  to  rea- 
sonable stabilization  of  conditions  naturally  in  great  disturbance  and 
uncertainty  when  hostilities  ended,  or  (2)  to  return  the  railroads 
promptly  to  private  control  and  relieve  the  Railroad  Administration 
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of  a  task  well-nigh  impossible  in  the  absence  of  a  definite  tenure  for 
a  reasonable  length  of  time.  The  members  of  the  Senate  and  the 
House  were  wholly  opposed  to  both  these  propositions,  and  insisted 
that  the  termination  of  Federal  Control  should  be  delayed,  despite 
the  demoralizing  uncertainty  of  its  post-armistice  status,  until  Con- 
gress had  framed  and  adopted  the  necessary  amendments  to  the  In- 
terstate Commerce  Act. 

The  matter  remained  in  this  situation  of  complete  uncertainty 
until  President  Wilson  returned  to  Washington  for  a  few  days  in 
March,  1919,  when  he  authorized  the  announcement  that  he  would 
be  willing  for  the  Government  to  retain  the  railroads  long  enough  to 
give  Congress  a  reasonable  opportunity  to  adopt  the  necessary  legis- 
lation. Naturally  there  was  no  way  to  ascertain  what  would  be  re- 
garded as  a  reasonable  opportunity.  The  old  Congress  had  come  to 
an  end  on  March  4,  1919,  and  it  was  not  even  known  when  the  new 
Congress  would  be  called  in  extra  session,  if  at  all. 

But  the  President  later  called  an  extra  session  of  Congress  to 
meet  in  May,  1919.  In  order  to  give  certainty  to  the  question  as  to 
termination  of  Federal  Control,  the  President,  in  accordance  with  the 
recommendation  of  the  Director  General,  made  the  definite  announce- 
ment in  his  message  to  Congress  in  May  that  the  railroads  would  be 
returned  to  private  control  at  the  end  of  the  calendar  year,  thus  giv- 
ing the  Railroad  Administration  a  definite  tenure  of  seven  months 
and  ten  days.  This  constituted  the  first  element  of  certainty  as  to  how 
long  the  post-armistice  Federal  Control  would  continue. 

By  November,  1919,  it  had  become  apparent  that  it  would  be  im- 
possible for  Congress  to  complete  its  railroad  legislation  by  the  end 
of  the  calendar  year.  It  was  evident  that  grave  embarrassment  would 
follow  the  turning  back  of  the  railroads  to  private  control  under  the 
existing  insufficient  laws,  and  leading  members  of  the  Senate  ex- 
pressed to  the  Director  General  grave  concern  on  this  point.  The 
Director  General  therefore  recommended  to  the  President  that  Fed- 
eral Control  be  continued  for  such  necessary  additional  period  as 
would  enable  Congress  to  complete  the  legislation.  But  the  matter 
remained  in  complete  uncertainty  until  December  23, 1919,  when  the 
President  indicated  that  his  proclamation  for  relinquishment  of  the 
railroads  would  not  become  effective  until  March  1,  1920. 

All  action  taken  by  the  Railroad  Administration  after  the  Armi- 
stice was  taken  either  in  entire  ignorance  as  to  whether  Federal  Con- 
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trol  would  last  beyond  a  few  weeks  or  months  or  in  the  certain 
knowledge  that  it  would  terminate  within  a  very  short  and  rapidly 
disappearing  period. 

The  practical  effect  was  that  for  the  sake  of  giving  Congress 
nearlv  fourteen  months  in  which  to  formulate  legislation  (a  delay, 
most  or  all  of  which  was  necessary  and  which  resulted  in  a  highly 
constructive  enactment),  the  Railroad  Administration  was  required 
to  continue  to  operate  the  railroads  for  that  length  of  time  under 
conditions  seriously  militating  against  satisfactory  operation. 

Effect  of  Post-rear  Conditions  on  Administration. 

In  practically  every  respect  the  Administration  of  the  post-war 
portion  of  the  Federal  Control  period  was  characterized  by  condi- 
tions different  from  those  obtaining  prior  to  the  Armistice. 

The  evident  early  termination  of  Federal  Control  made  it  im- 
possible to  retain  in  the  service  some  of  the  ablest  and  most  experi- 
enced railroad  officers  who  had  gladly  contributed  their  services  as 
a  matter  of  patriotism  during  the  period  of  hostilities.  The  railroad 
corporations  with  increasing  frequency  and  insistence  urged  their 
former  principal  officers  who  were  in  the  Railroad  Administration 
to  leave  it  and  return  to  the  corporations  to  prepare  for  taking  back 
the  railroads.  It  was  impracticable  to  attract  to  official  positions  in 
the  Railroad  Administration  experienced  railroad  men  who  were  not 
already  engaged  in  government  service.  Consequently  the  vacancies 
which  occurred  from  time  to  time  had  to  be  filled  by  promoting  those 
already  in  the  Administration  who  had  generally  theretofore  held 
positions  of  less  authority.  As  the  end  of  Federal  Control  drew  nearer, 
the  resignations  became  more  frequent  and  the  difficulty  of  filling 
vacancies  became  greater. 

The  railroad  managements  anticipated  with  satisfaction  and  im- 
patience, and  many  of  the  railroad  employees  (and  particularly  the 
national  railroad  labor  organizations),  anticipated  with  misgiving 
that  the  expiration  of  Federal  Control  would  mean  a  revision  of 
the  relationships  between  management  and  labor.  Inevitably  the 
thoughts  of  officials  and  employees  of  the  railroads  turned  more  and 
more  to  the  readjustments  which  private  control  so  rapidly  ap- 
proaching was  sure  to  bring.  While  the  interest  of  the  local  Federal 
officials  in  the  day-to-day  movement  of  the  traffic  kept  up,  it  was 
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only  human  nature  that  as  December  31,  1919,  approached,  the  date 
Federal  Control  was  intended  to  end,  there  was  a  general  letting 
down  in  the  interest  in  giving  effect  to  the  policies  of  unified  Fed- 
eral Control.  The  interest  had  naturally  turned  to  the  resumption 
of  private  control.  This  condition  was  intensified  during  the  two 
additional  months  of  January  and  FebruaiT,  1920,  over  which 
Federal  Control  was  extended  virtually  at  the  last  moment  to  enable 
Congress  to  complete  its  legislation.  It  was,  of  course,  wholly  im- 
possible to  start  upon  or  plan  any  important  program  of  railroad 
improvements. 

The  public,  which  up  to  the  Armistice  had  acquiesced  in  countless 
inconveniences  at  the  hands  of  the  various  war  administrations  of 
the  Government,  demanded  prompt  relief  from  every  form  of  gov- 
ernment participation  in  the  management  of  industry  and  trans- 
portation and  naturally  assumed  an  attitude  of  especial  impatience 
toward  the  Railroad  Administration,  which  was  the  ever-present  and 
the  biggest  and  most  tangible  reminder  of  the  extraordinary  war- 
time interruptions  of  normal  business  life  and  methods. 

Despite  all  these  handicaps,  public  sentiment  insisted  that  the 
Railroad  Administration  continue  responsible  for  railroad  opera- 
tions and  for  the  railroad  situation  until  Congress  could  find  time 
to  adopt  additional  railroad  legislation. 

It  seems  worth  while  to  emphasize  these  conditions,  especially 
since  they  carry  the  suggestion  that  if  at  any  time  in  the  future  an 
emergency  should  necessitate  temporary  government  control  of  the 
railroads,  provision  should  be  made  at  the  very  beginning  of  such 
temporary  government  control  for  the  practically  instantaneous  re- 
turn of  the  railroads  to  private  control  the  moment  the  emergency 
ceases,  so  as  to  avoid  an  interim  operation  under  such  difficulties  as 
unavoidably  confronted  the  continuance  of  government  adminis- 
tration after  the  Armistice. 

The  next  chapter  will  discuss  the  handling  of  the  business  during 
1919  and  until  the  return  of  the  railroads  to  private  control  on 
March  1,  1920.  The  following  chapters  will  discuss  various  impor- 
tant aspects  of  Federal  Control  for  its  entire  period.  But  as  to 
every  topic  it  must  be  remembered  that  the  Armistice  divided  Federal 
Control  into  two  clearly  distinct  parts  entirely  different  as  to  busi- 
ness and  operating  conditions,  and,  what  is  equally  if  not  more  im- 
portant, entirely  different  as  to  psychology. 
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W.  G.  McAdoo,  who  had  been  designated  as  Director  General  of 
Railroads  in  the  President's  Proclamation  taking  possession  of  the 
railroads,  resigned  this  position  January  11,  1919,  and  the  writer, 
who  during  the  period  of  Federal  Control  up  to  that  time  had  been 
Assistant  Director  General  of  Railroads,  was  appointed  by  the  Presi- 
dent as  Director  General  of  Railroads  and  continued  in  that  position 
until  the  return  of  the  railroads  to  private  control  on  March  1,  1920, 
and  in  fact  retained  the  position  until  May  15, 1920,  for  the  purpose 
of  giving  attention  to  questions  connected  with  the  liquidation  of  the 
Railroad  Administration.  Therefore,  roughly  speaking,  Mr.  Mc- 
Adoo's  administration  as  Director  General  corresponded  with  the 
year  1918,  the  year  of  the  War,  and  the  writer's  administration 
corresponded  with  the  }rear  1919,  the  post-war  year,  including  also, 
however,  the  months  of  January  and  February,  1920,  during  which 
Federal  Control  Avas  reluctantly  continued  to  enable  Congress  to 
complete  its  legislation. 


CHAPTER  VI 


THE  MOVEMENT  OF  THE  TRAFFIC  SUBSEQUENT 

TO  1918 

During  the  post-armistice  period,  the  Railroad  Administration  con- 
tinued to  employ  as  far  as  the  changed  conditions  admitted  the 
methods  which  were  characteristic  of  Federal  Control  during  the 
war  year  1918.  Particularly,  it  continued  the  effective  control  of 
shipments  through  the  use  of  the  permit  and  embargo,  and  the  uni- 
fied direction  of  the  utilization  and  maintenance  of  equipment,  ter- 
minals and  other  facilities,  the  two  outstanding  policies  which  were 
so  successfully  employed  during  the  war  year. 

But  the  post-armistice  period  was  characterized  by  extraordi- 
nary economic  disruptions  which  were  bred  by  war.  The  volume  of 
freight  traffic  in  the  first  part  of  the  year  suffered  the  most  severe 
and  sudden  slump  and  in  the  latter  part  of  the  year  experienced  the 
most  extreme  and  rapid  increase  on  record.  In  the  late  summer  just 
when  the  traffic  was  rapidly  climbing  to  a  peak  corresponding  with 
the  maximum  performance  of  the  war  year,  an  unauthorized  strike 
of  the  railroad  shopmen  seriously  interrupted  railroad  operation. 
When  in  October  the  volume  of  freight  traffic  had  actually  reached 
its  peak  with  the  month  of  October,  the  first  virtually  nation-wide 
strike  of  the  bituminous  coal  miners  was  started. 

In  the  month  of  February  there  was  the  greatest  surplus  of  idle 
cars  that  had  ever  been  known,  and  the  month  of  October  showed  the 
greatest  freight  performance,  measured  by  net  ton  miles,  that  had 
ever  been  known  in  that  month.  It  taxed  even  the  resources  of  unified 
control  to  cope  with  this  sudden  and  violent  swing  from  the  low  point 
to  the  high  point  of  demand  in  the  face  of  the  shopmen's  strike  and 
of  the  enlarged  demand  for  coal  in  anticipation  of  the  coal  strike. 

Along  with  the  extraordinary  fluctuations  in  freight  traffic,  there 
was  an  unprecedented  movement  of  passenger  traffic  throughout  the 
year,  which  had  to  be  handled  despite  the  shopmen's  strike,  the  sud- 
den increase  in  freight  business,  and  the  hampering  influence  of  the 
coal  strike. 

These  elements  justify  somewhat  more  detailed  comment. 

At  the  beginning  of  the  year  the  relapse  in  industrial  activity 
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following  the  Armistice  had  fully  set  in  and  for  the  first  six  months 
the  slump  in  freight  business  was  most  pronounced.  The  demand  for 
coal  in  the  first  six  months  was  extremely  low,  due  to  the  large  stocks 
on  hand  at  the  signing  of  the  Armistice  and  to  the  subsequent  slow- 
ing down  of  industry.  Building  activity,  including  road  building,  had 
been  almost  suspended  during  the  War  and  had  not  been  substan- 
tially resumed,  so  there  was  a  low  demand  for  lumber,  structural 
steel,  cement,  crushed  rock  and  other  building  materials.  Export 
business  was  also  extremely  low. 

In  the  first  part  of  the  year  the  problem  had  been  to  find  places  to 
store  the  idle  cars  and  in  the  latter  part  of  the  year  the  problem  was 
to  get  the  cars  to  move  the  business.  The  fall  has  always  been  the 
time  of  the  heaviest  freight  traffic,  due  to  the  movement  of  crops. 
There  were  exceptionally  large  crops  in  1919,  so  that  under  the  most 
favorable  circumstances  the  movement  of  freight  traffic  in  the  late 
summer  and  fall  would  have  been  extremely  heavy.  But  in  1919  the 
peculiar  phenomenon  appeared  that  to  a  large  extent  the  year's 
miscellaneous  industrial  traffic,  which  would  normally  have  been 
spread  over  the  year  and  have  moved  largely  in  the  spring  and  early 
summer,  did  not  seek  movement  until  the  latter  part  of  the  year  and 
then  the  demand  therefor  was  urgently  asserted  in  addition  to  the 
natural  fall  demand,  particularly  heavy  on  account  of  the  large 
crops.  Indeed  the  industrial  activities  which  had  been  arrested  in  the 
spring  began,  in  the  latter  part  of  the  summer,  to  demand  transpor- 
tation with  redoubled  urgency  by  reason  of  their  earlier  period  of 
extraordinary  inactivity. 

This  exceptional  condition  was  strikingly  illustrated  by  the  de- 
mand for  transportation  of  lumber  from  the  mills  in  the  Puget 
Sound  territory  on  the  Pacific  Coast.  General  construction  activities 
had  been  held  in  abeyance  during  the  War  and  had  remained  in 
abe}^ance  during  the  period  of  uncertainty  and  slump  in  business 
in  the  early  part  of  1919.  Suddenly  great  activity  developed  in 
construction  work  and  it  was  found  naturally  that  stocks  of  lumber 
were  very  low.  This  led  to  an  urgent  demand  for  transportation  of 
lumber  and  the  demand  greatly  exceeded  the  ability  of  the  railroads 
in  that  section  to  furnish  transportation.  And  yet  during  the  last 
four  months  of  1919  the  principal  railroads  serving  that  territory 
transported  about  20  per  cent  more  carloads  of  lumber  than  they 
transported  in  the  corresponding  months  of  1918,  when  the  war 
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needs  for  lumber  were  very  heavy  and  when  lumber  for  war  pur- 
poses was  given  preference  in  handling. 

The  marked  expansion  of  the  productive  capacity  of  the  country's 
industries  during  the  War  played  an  important  part  in  the  intensity 
of  the  demand  for  transportation.  When  business  activities  were  sud- 
denly resumed  in  the  second  half  of  1919,  there  was  a  greatly  in- 
creased producing  capacity  anxious  to  respond  to  the  deferred  de- 
mand, and  insistent  upon  immediate  transportation.  There  developed 
also  an  intense  activity  in  retail  business  and  this  greatly  increased 
the  less-than-carload  movement  of  merchandise  thus  heavily  taxing 
the  box-car  supply  just  at  the  time  the  crops  were  moving.  In  con- 
nection with,  and  as  a  part  of,  this  suddenly  revived  demand  for 
transportation,  there  was  an  insistent  demand  on  the  part  of  shippers 
for  the  complete  return  of  all  peace-time  transportation  privileges 
which  had  been  enjoyed  prior  to  1917. 

The  Railroad  Administration  in  1919  had  to  meet  the  conditions 
above  outlined  without  the  aid  of  many  of  the  expedients  which  had 
been  helpful  in  1918.  The  "sailing  day  plan"  which  had  restricted 
tlie  movement  of  cars  handling  less-than-carload  shipments  to  cer- 
tain days  in  the  week,  thus  producing  heavier  loading  and  releasing 
cars  for  other  transportation,  had  to  be  substantially  modified  in 
response  to  the  insistent  demands  of  shippers  who  were  not  satisfied 
after  the  termination  of  hostilities  to  submit  to  such  limitations  on 
the  opportunities  to  ship  their  goods.  The  disregard  of  routing  desig- 
nated by  shippers,  which  had  facilitated  the  use  of  the  shortest  and 
most  economical  routes,  could  not  be  continued  to  the  same  extent 
and  it  was  necessary  to  approximate  the  peace-time  rule  that  ship- 
pers had  the  right  to  route  their  traffic.  The  compulsory  pooling  of 
coal  at  Atlantic  and  Lake  ports,  which  had  resulted  in  1918  in 
great  economy  of  cars  and  other  transportation  facilities,  had  to 
be  abandoned,  upon  the  dissolution  of  the  Fuel  Administration,  and 
the  shippers  were  not  willing  voluntarily  to  establish  such  pools  and 
thereby  limit  their  individual  and  distinctive  activities.  Likewise  upon 
the  dissolution  of  the  Fuel  Administration  the  zoning  of  coal  came 
to  an  end  and  there  was  a  necessary  falling  back  into  peace-time 
condition  where  coal  had  to  be  hauled  long  distances  into  markets 
capable  of  being  served  by  near-by  coal,  so  that  a  considerable  econ- 
omy in  the  use  of  cars  and  locomotives  during  1918  was  no  longer 
practicable  in  1919.  The  heavy  demurrage  charges  which  had  been 
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established  to  discourage  shippers  from  holding  cars  too  long  either 
for  loading  or  unloading  had  to  be  modified  and  the  charges  sub- 
stantially diminished,  by  way  of  response  to  the  insistent  demands 
of  the  shipping  public  which  resented  being  subjected  to  war-time 
penalties  after  the  termination  of  hostilities.  Many  passenger  trains 
which  had  been  discontinued  in  1918  had  to  be  restored  to  respond 
measurably  to  the  public  demand,  and  this  had  a  tendency  to  ham- 
per the  largest  use  of  tracks  for  the  transportation  of  freight.  In 
short,  there  was  the  inevitable  general  relaxation  from  the  extreme 
economy  in  the  use  of  transportation  facilities  which  the  public  was 
willing  to  accept  up  to  the  time  of  the  Armistice  but  vigorously 
opposed  thereafter. 

In  August  the  situation  throughout  the  country  was  greatly  com- 
plicated by  unauthorized  strikes  on  the  part  of  about  200,000  shop- 
men and  engine-house  laborers,  with  the  result  that  for  over  two 
weeks  the  maintenance  of  equipment  and  also  the  handling  of  engines 
and  consequently  the  movement  of  trains  were  put  seriously  in  ar- 
rears, and  on  some  roads  freight  traffic  was  almost  suspended.  This 
still  further  accentuated  the  acuteness  of  the  demand  for  transpor- 
tation. 

By  October  the  momentum  of  business  revival  had  gained  still 
further  headway  and  the  demand  for  the  immediate  furnishing  of 
an  abnormal  quantity  of  transportation  had  become  even  more  in- 
sistent. By  the  middle  of  October  the  railroads  had  to  begin  giving 
preference  to  coal  movement  on  account  of  the  prospective  coal  strike, 
which  was  to  begin  November  1. 

In  September  the  Railroad  Administration  set  a  minimum  of 
11,000,000  tons  of  bituminous  coal  per  week  as  the  amount  to  be 
moved  during  the  remainder  of  the  year.  This  mark  was  consistently 
exceeded  every  week  until  the  strike  on  November  1.  The  record  for 
the  entire  history  of  the  country  up  to  that  time  wras  reached  in  the 
week  of  October  25,  1919,  when  13,200,000  tons  were  transported. 
In  the  month  of  October,  1919,  the  movement  approximated  56,243,- 
000  tons  as  compared  with  51,000,000  tons  in  the  war  month  of 
October,  1918,  and  45,000,000  tons  in  October,  1917.  The  next 
highest  movement  was  in  the  war  month  of  August,  1918,  when 
55,114,000  tons  were  moved. 

Beginning  with  November  the  railroads  had  to  interfere  still  fur- 
ther with  the  handling  of  the  tremendous  general  business  in  order 
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to  haul  coal  from  the  40  per  cent  of  the  mining  capacity  which  still 
remained  in  operation,  to  practically  all  the  rest  of  the  country.  It 
was  principally  the  non-union  coal  mines  of  West  Virginia,  Ken- 
tucky and  Virginia  which  had  to  supply  the  coal  to  make  up  as  far  as 
possible  the  practically  complete  shutdown  of  coal  mines  in  other 
parts  of  the  country  and  notably  in  Illinois  and  Indiana.  The  rail- 
roads thus  had  to  move  coal  for  hauls  of  500  to  1,000  and  1,500 
miles  to  meet  the  emergency  demands  which  normally  were  supplied 
in  large  part  by  hauls  of  100  to  200  miles,  or  less.  Cars  had  to  be 
loaded  with  coal  for  this  long  distance  movement  and  these  cars  in 
many  instances  could  not  return  for  months,  indeed  not  until  long 
after  the  termination  of  Federal  Control.  Other  traffic  had  to  be  dis- 
continued to  whatever  extent  was  necessary  to  handle  the  emergency 
coal  movement.  Railroad  operation  was  seriously  hampered  because 
to  a  large  extent  the  railroads  had  to  use  grades  of  coal  to  which  the 
engines  were  not  adapted  and  with  which  the  firemen  were  not  ac- 
quainted. 

As  a  result,  when  the  coal  strike  came  to  an  end  on  December  10, 
1919,  the  coal  car  equipment  was  unavoidably  scattered  over  the 
country  in  an  unprecedented  way.  The  return  of  the  equipment  to 
the  respective  owning  roads  was  made  unusually  difficult  by  the  fact 
that  exceptionally  severe  weather  had  begun  early  in  November  and 
continued  practically  throughout  the  winter.  A  great  many  coal  cars 
had  to  be  held  almost  indefinitely  under  load,  as  that  had  been  the 
only  practicable  means  of  storing  the  coal  during  the  strike,  and  in 
many  instances  this  coal  was  frozen  in  the  cars. 

In  October,  1919,  the  railroads  performed  a  greater  volume  of 
transportation  service  as  measured  in  ton  miles  per  mile  of  road  per 
day  than  had  ever  before  been  performed  in  the  month  of  October 
even  in  1918  when  all  previous  records  for  that  month  had  been 
broken.  In  October,  1918,  the  situation  was  aided  by  the  war  spirit, 
by  the  resulting  heavier  loading  of  equipment,  by  the  zoning  of  coal 
distribution,  and  by  compulsory  pools  of  coal  tonnage  at  tidewater 
and  the  lower  lake  ports,  all  of  which  factors  had  then  greatly  in- 
creased efficiency,  and  all  of  which  factors  were  lacking  in  October, 
1919. 

The  freight  movement,  measured  in  ton  miles  per  mile  of  road  per 
day  for  the  months  of  September  and  October  in  1916,  1917,  1918 
and  1919,  was  as  follows: 
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1916  1917  1918  1919 

September  5,166  5,217  5,731  5,625 

October  5,148  5,385  5,581  5,651 

The  freight  service  performed  in  October,  1919,  was  materially 
in  excess  of  that  performed  in  October,  1917.  The  average  daily 
car  shortage  during  the  month  of  October,  1919,  was  59,510  cars  as 
compared  with  an  average  daily  car  shortage  of  141,4)66  cars  dur- 
ing the  month  of  October,  1917. 

The  average  train  load  during  the  four  calendar  years  ending  with 
1919  was  as  follows : 

1916  1917  1918  1919 

Traiii  load  in  net  tons  618  657  688  692 

Considering  the  rapidity  and  intensity  of  the  readjustments  both 
commercial  and  psychological  following  the  Armistice,  the  respon- 
siveness and  elasticity  shown  by  the  Railroad  Administration  were 
noteworthy  and  were  due  to  the  potentialities  inhering  in  the  prin- 
ciple of  unified  control. 

Rut  the  changes  in  condition  were  so  sudden  and  so  extensive  that, 
as  pointed  out  above  and  despite  all  the  powers  at  the  command  of 
the  Railroad  Administration,  car  shortages  developed  in  various 
parts  of  the  country  in  the  late  summer  and  fall,  although  far  less 
in  amount  and  location  than  had  frequentty  been  customary  prior 
to  the  War. 

Throughout  the  year  with  possibly  some  temporary  modification 
during  the  few  days  of  the  strikes  just  referred  to,  the  Railroad 
Administration  had  a  satisfactory  locomotive  situation.  Owing  to 
the  increased  capacity  of  the  locomotive  repair  shops,  there  were  on 
January  1,  1919,  1,384  locomotives  in  good  condition  in  storage. 
This  rose  to  a  much  higher  figure  during  the  slump  in  business  in 
the  early  part  of  the  year.  Rut  even  at  the  time  of  the  heaviest  busi- 
ness the  Administration  had  a  comfortable  surplus  of  locomotives 
and  at  the  end  of  the  year  there  were  2,395  locomotives  stored  in  good 
condition,  a  situation  that  had  not  theretofore  existed  during  periods 
of  heavy  traffic. 

The  situation  as  to  maintenance  of  freight  cars  was  much  more 
complicated,  because  they  were  so  widely  scattered  that  they  were 
largely  maintained  away  from  the  "home"  roads.  The  unauthorized 
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strikes  of  shopcrafts  told  much  more  seriously  on  the  maintenance  of 
freight  cars  than  on  the  maintenance  of  locomotives.  One  important 
reason  why  freight  cars  suffered  more  than  locomotives  from  the 
strike  was  that  the  locomotives  were  on  "home"  rails  almost  invari- 
ably, and  there  was  the  maximum  of  local  interest  on  the  part  of  the 
management  in  keeping  the  locomotives  in  repair,  whereas  a  great 
proportion  of  the  freight  cars  were  cars  belonging  to  other  railroads 
which  therefore  received  as  a  rule  only  running  repairs.  The  necessity 
for  keeping  each  locomotive  unit  in  repair  naturally  seemed  more 
pressing  than  the  necessity  for  keeping  any  particular  car  unit  in 
repair.  As  a  result  of  the  strikes,  the  percentage  of  bad  order  cars 
had  increased  by  August  16  to  9.2  per  cent.  From  that  time  on, 
however,  the  situation  was  steadily  improved. 

In  carrying  on  the  freight  transportation  business  in  this  difficult 
period,  the  Railroad  Administration  continued  to  use  the  expedients 
employed  in  1918.  During  the  time  of  the  sudden  peak  load  in  the 
late  summer  and  early  fall  the  permit  system  was  freely  used.  A.  T. 
Hardin  who  succeeded  A.  H.  Smith  as  Regional  Director  of  the 
Eastern  Region  on  June  1,  1919,  reported  that  the  export  tonnage 
delivered  to  ships  at  New  York  in  1919  substantially  exceeded  that 
of  previous  years,  but  that  the  permit  system  kept  the  situation 
"liquid"  so  that  the  piers  were  not  congested.1 

The  unified  control  of  refrigerator  cars  was  carried  out  with  such 
success  that  although  there  had  been  no  increase  in  refrigerator  car 
equipment  for  several  }^ears,  there  was  an  increase  of  over  50,000 
carloads,  or  more  than  20  per  cent,  of  refrigerator  car  traffic  handled 
in  1919  as  compared  with  1918. 

1  Regional  Director  Hardin  at  page  19  of  his  report  for  1919  gives  the 
following  statement  of  export  tonnage  delivered  to  ships  at  New  York: 


1913  3,341,124 

1914  3,235,547 

1915  4,793,750 

1916  6,519,422 

1917  6.239,486 

1918  7,340,694 

1919  7,866,582 


Mr.  Hardin  reported  that  the  use  of  the  permit  system  kept  the  tonnage 
"liquid,"  that  the  piers  were  not  congested,  and  that  at  the  time  of  the  long- 
shoremen's strike  in  October,  1919,  there  was  plenty  of  available  room  on  the 
piers  to  unload  freight  from  cars  on  hand  and  arriving. 
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The  foregoing  account  of  the  sudden  and  exceptional  vicissitudes 
in  1919  strikingly  illustrates  the  proposition  now  so  clearly  appre- 
ciated that  war's  disruptions,  far  from  being  confined  to  the  period 
of  hostilities,  merely  begin  to  show  themselves  in  new  forms  when 
hostilities  terminate  and  the  painful  processes  of  readjustment  begin. 
Nor  did  these  readjustments  growing  out  of  the  War  end  with  the 
end  of  Federal  Control  on  March  1,  1920.  The  labor  unrest  devel- 
oped serious  unauthorized  strikes  in  1920  with  the  result  that  rail- 
road traffic  became  involved  in  congestions  and  shortages  approxi- 
mating those  of  1917. 

Passenger  Service. 

The  passenger  service  performed  in  1919  exceeded  all  former 
records.  The  number  of  passengers  carried  one  mile  on  Class  I  rail- 
roads for  the  four  calendar  years  ending  with  1919  was  as  follows: 

Calendar  year 


1916  34,585,952,026 

1917  39,476,858,549 

1918  42,676,579,199 

1919  46,358,303,740 

The  average  number  of  passenger  miles  per  mile  of  road  per  day 
carried  by  Class  I  railroads  in  the  same  four  years  was  as  follows: 

1916  1917  1918  1919 

409  466  507  548 


During  the  first  eight  months  of  the  year  an  important  part  of 
the  passenger  transportation  was  the  movement  of  troops  in  process 
of  demobilization.  The  troop  movement  had  largely  disappeared  in 
the  last  four  months  of  the  year,  and  by  January  1,  1920,  practi- 
cally all  of  the  four  million  men  called  to  the  colors  to  serve  in  the 
World  War  had  been  released  from  service  and  returned  to  their 
homes,2  but  the  passenger  travel  continued  in  unprecedented  vol- 

2  The  movement  of  troops  was  in  charge  of  Mr.  George  Hodges  from  the 
organization  of  the  Railroads'  War  Board  in  1917  until  Mr.  Hodges'  death 
on  March  14,  1919.  He  had  been  Manager  of  the  Troop  Movement  Section 
of  the  Division  of  Operation  since  the  beginning  of  Federal  Control.  The 
Distinguished  Service  Medal  was  posthumously  awarded  to  him  "for  espe- 
cially meritorious  and  conspicuous  service"  as  Manager  of  the  Troop  Move- 
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ume.  There  had  been  virtually  no  additions  to  the  passenger  or 
sleeping  car  equipment  in  the  two  preceding  years,  so  that  the  trains 
were  frequently  more  crowded  and  less  comfortable  than  if  the  vol- 
ume of  traffic  had  had  a  more  normal  relation  to  the  amount  of 
equipment. 

Earnest  efforts  were  made  to  reduce  the  proportion  of  delayed 
trains  and,  despite  the  fact  that  heavier  trains  had  to  be  hauled  in 
order  to  accommodate  the  travel,  the  records  indicate  that  on  the 
average  the  percentage  of  trains  on  time  and  making  up  time  was 
as  good  as  in  pre-war  periods  when  travel  was  more  normal,  and  as 
to  numerous  important  lines  was  considerably  better. 

During  the  War  numerous  passenger  trains  were  removed,  largely 
because  of  the  necessity  for  making  passenger  train  equipment  avail- 
able for  the  movement  of  troops,  but  beginning  with  the  signing  of 
the  Armistice  and  continuing  throughout  the  year  1919  much  of 
the  passenger  service  so  curtailed  was  reestablished.  Some  passenger 
trains  were  reinstated  even  though  it  was  reasonably  certain  that 
they  would  be  operated  at  a  loss,  for  the  reason  that  it  was  clear  the 
existing  service  did  not  reach  the  minimum  to  which  the  public  was 
reasonably  entitled.  In  the  western  part  of  the  country  passenger 
train  mileage  added  was  in  excess  of  the  passenger  train  mileage  can- 
celed during  the  War.  In  addition,  some  of  the  limited  trains  were 
restored  to  their  former  schedules,  a  number  of  observation  car 
services  which  were  canceled  during  the  W7ar  were  put  back  into 
service  and  some  additional  sleeping  car  lines  were  inaugurated.  A 
constant  and  successful  effort  was  also  made  throughout  the  year  to 
improve  connections  between  passenger  trains  at  interior  junctions. 

The  ability  to  handle  the  heavy  traffic,  both  freight  and  passenger, 
again  emphasizes  the  power  inherent  in  unification,  especially  when 
consideration  is  given  to  the  shopmen's  strike,  the  heavy  strain  on 
the  railroad  plant  for  carrying  the  suddenly  developed  peak  of  the 
freight  traffic,  and  the  disturbing  operating  difficulties  due  to  the 
coal  strike. 

ment  Section  of  the  Division  of  Operation  of  the  United  States  Railroad  Ad- 
ministration. Mr.  Hodges  arranged  all  the  details  of  the  movement  of  troops 
from  local  draft  boards  to  mobilization  camps,  between  camps,  or  from  mo- 
bilization camps  to  the  ports  of  embarkation  for  shipment  overseas.  Troops 
in  large  numbers  were  moved  on  short  notice  and  he  was  responsible  for  the 
successful  coordination  and  carrying  out  of  these  movements. 


CHAPTER  VII 


FURTHER  FEATURES  CONNECTED  WITH  OPERA- 
TION BEFORE  AND  AFTER  THE  ARMISTICE 

Statistics  Bearing  on  Handling  of  Traffic  during,  before  and  after 

Federal  Control. 

There  are  included  in  the  appendix  to  this  chapter  certain  charts 
and  a  table  which  bring  out  striking  features  of  the  handling  of 
traffic  during  the  years  of  1918  and  1919,  and  years  immediately 
preceding  and  following. 

One  of  these  charts  shows  the  freight  car  surplusages  by  months 
from  February,  1915,  to  December,  1921,  both  inclusive.  The  un- 
equaled  peaks  of  idle  freight  cars  in  1919  and  1921,  and  the  one 
not  so  high  in  1915,  are  monuments  to  the  dislocating  character  of 
the  War.  The  car  surplusages  in  1915,  though  the  country  was  not 
then  in  the  War,  show  how  the  depression  in  this  country  in  the 
first  year  of  the  War  in  Europe  affected  railroad  transportation 
here.  The  surplusages  in  1919  and  1921,  although  after  the  Armi- 
stice, testify  to  the  continued  disruptions  of  business  which  flowed 
from  the  War. 

One  of  the  charts  shows  the  freight  car  shortages  by  months  from 
February,  1915,  to  December,  1921,  both  inclusive,  and  illustrates 
the  great  improvement  that  unified  control  accomplished  despite  the 
disturbing  features  during  the  war  and  post-war  periods. 

The  third  chart,  showing  the  net  ton  miles  per  mile  of  road  per 
day,  brings  out  the  great  volume  of  traffic  carried  in  1918  up  to  the 
time  of  the  Armistice  when  the  demand  for  transportation  dropped 
so  suddenly.  This  condition  may  be  contrasted  with  the  condition  in 
1917,  when,  although  the  demand  for  transportation  continued  to 
increase  throughout  the  year,  the  amount  of  transportation  per- 
formed fell  off  substantially  after  the  month  of  June  and  dropped 
with  great  rapidity  after  the  month  of  November.  The  chart  also 
shows  that  in  the  brief  period  in  1919  when  there  was  a  heavy  de- 
mand for  transportation,  the  performance  attained  to  the  highest 
level  that  had  been  reached  in  the  autumn  months  of  prior  years. 
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This  chart  also  shows  the  even  higher  levels  of  performance  which 
were  reached  in  August,  September  and  October  in  1920. 

The  table  of  freight  and  passenger  statistics  shows,  among  other 
things,  a  marked  increase  in  the  freight  train  load  in  1918  and  an 
even  greater  increase  in  the  freight  train  load  in  1919  as  compared 
with  1916  and  1917.  It  also  shows  the  substantial  increase  in  the  car 
load,  due  largely  to  the  cooperation  of  the  shippers.  It  shows  the 
large  increase  in  passenger  traffic  in  1918  and  the  far  greater  in- 
crease in  passenger  traffic  in  1919,  which  increases  were  handled 
practically  without  increases  in  passenger  train  car  miles  and  with 
considerable  decreases  in  passenger  train  miles  as  compared  with  the 
pre-war  years. 

Comments  of  Regional  Directors  upon  Operations  during 

Federal  Control. 

It  will  be  helpful  to  the  student  of  these  matters  to  make  avail- 
able, as  is  done  in  the  appendix  to  this  chapter,  the  observations  of 
the  Regional  Directors  in  their  Annual  Reports  for  1918  and  1919 
bearing  upon  the  character  and  achievements  of  operation  during 
the  period  of  Federal  Control.  On  account  of  the  remarkable  state 
of  mind  which  characterized  a  considerable  and  outspoken  portion 
of  the  public  with  respect  to  Federal  Control,  it  is  useful  to  have 
these  expressions  of  eminent  and  responsible  railroad  men  as  to  what 
was  taking  place  at  the  time  under  their  direct  observation.  The 
comments  of  these  Regional  Directors  bring  out,  what  is  also  ap- 
parent from  the  statistics,  that  during  Federal  Control  there  was  an 
effective  and  vigilant  handling  of  the  public  transportation  service. 

Standardization  and  Allocation  of  Equipment  Purchased  by  the 
Railroad  Administration. 

At  the  beginning  of  Federal  Control  it  was  apparent  that  the 
railroads  were  in  serious  need  of  additional  locomotives  and  freight 
cars.  The  decision  was  promptly  reached  that  100,000  freight  cars 
and  upwards  of  1,000  locomotives  should  be  purchased  by  the  Rail- 
road Administration  and  delivery  secured  as  soon  as  practicable.  It 
was  recognized  that  this  was  an  extremely  difficult  task  because  of 
the  war  demands  for  materials  of  all  the  sorts  required  in  the  con- 
struction of  such  equipment,  and  because,  as  well,  of  the  scarcity  of 
labor  in  the  locomotive  and  car-building  shops  of  the  country. 
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Under  private  control  each  railroad  company  had  developed  its 
own  types  of  locomotives  and  of  freight  cars.  As  a  result  there  was 
a  great  variety  of  types.  It  was  believed  that  if  the  Railroad  Ad- 
ministration undertook  to  provide  for  each  railroad  its  own  special 
types  of  locomotives  and  freight  cars,  the  expense  of  construction 
and  the  delay  in  construction  would  be  greatly  increased.  Therefore 
it  was  clear  that  the  wise  policy  was  to  resort  to  standardization  of 
this  equipment  along  sound  lines  which  would  meet  the  varying  needs 
of  the  different  railroads  and  }-et  which  would  minimize  the  number 
of  types  which  would  have  to  be  constructed. 

Great  care  was  taken  to  obtain  the  advice  and  assistance  of  the 
best  and  most  experienced  talent  in  the  country  and  the  leading  loco- 
motive and  car  builders  and  the  heads  of  the  mechanical  departments 
of  many  of  the  railroads  were  drawn  into  service. 

As  a  result  of  careful  deliberation,  the  proposed  construction  was 
confined  to  practically  seven  classes  of  locomotives,  each  class  sub- 
divided into  light  and  heavy  t3^pes,  and  to  five  classes  of  freight  cars, 
although  the  scarcitv  of  steel  plates,  which  were  required  for  ship- 
building purposes,  introduced  another  type  of  gondola  car  by  the 
pai-tial  substitution  of  wood  for  steel.  The  description  of  these  classes 
and  types  is  shown  in  the  appendix  to  this  chapter. 

The  speed  with  which  the  standardized  equipment  could  be  con- 
structed, as  compared  with  constructing  a  great  variety  of  types  of 
non-standard  character,  confirmed  the  view  that  standardization 
ought  to  be  resorted  to.  Observations  at  some  of  the  locomotive  shops 
indicated  that  the  speed  of  production  was  increased  about  50  per 
cent  by  the  standardization  as  compared  with  constructing  the  nu- 
merous types  theretofore  called  for. 

Carl  R.  Gray,  Director  of  the  Division  of  Operation  in  1918,  had 
the  supervision  of  the  standardization  of  both  locomotives  and  freight 
cars.  Henry  Walters,  Chairman  of  the  Atlantic  Coast  Line,  who  was 
greatly  relied  on  as  an  adviser  of  the  Railroad  Administration,  also 
gave  much  attention  to  the  locomotive  standardization. 

The  Railroad  Administration's  undertaking  to  obtain  this  equip- 
ment and  put  it  into  use  involved  a  number  of  extremelv  difficult 
problems  in  addition  to  that  of  standardization.  The  problems  of 
making  contracts  for  the  equipment  on  the  most  reasonable  terms, 
and  of  getting  the  material  and  supervising  the  construction,  are 
discussed  in  Chapter  VIII  on  The  Purchase  and  Custody  of  Railroad 
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Materials  and  Supplies.  The  problem  of  the  method  of  financing 
whereby  the  Railroad  Administration  might  eventually  be  reim- 
bursed by  the  railroad  corporations  for  the  capital  expenditures 
made  in  order  to  provide  this  equipment  is  discussed  in  Chapter  XII 
on  Capital  Expenditures,  Finance  and  Accounting. 

But  there  was  an  intervening  problem  of  great  difficulty  which 
may  well  be  discussed  at  this  point,  and  that  was  the  problem  of 
allocating  the  equipment  thus  purchased  among  the  various  railroad 
companies.  This  problem  presented  serious  difficulties.  The  alloca- 
tion was  made  by  the  Division  of  Operation  in  the  light  of  what 
seemed  to  be  the  comparative  needs  for  new  equipment  on  the  differ- 
ent railroads,  the  volume  and  nature  of  their  traffic  being  considered. 
Many  of  the  railroad  companies,  however,  vigorously  objected  to 
the  allocations  thus  made.  The  grounds  of  objection  were  numerous. 
Some  claimed  that  the  equipment  was  needed  only  for  the  war  emer- 
gency and  therefore  should  be  paid  for  and  owned  by  the  Govern- 
ment, it  to  dispose  of  the  equipment  at  the  end  of  the  War  upon  such 
terms  as  the  Government  might  then  be  able  to  agree  upon  with  the 
railroad  companies  willing  to  take  the  equipment.  Others  claimed 
that  the  types  of  equipment  were  entirely  unsuited  to  their  needs. 
Others  claimed  that  the  quantity  of  equipment  allocated  to  them 
was  in  excess  of  their  needs.  The  objections  of  each  railroad  company 
were  carefully  considered.  The  Railroad  Administration  rejected 
the  objections  that  the  equipment  was  merely  for  war  purposes  and 
hence  should  be  paid  for  and  owned  by  the  Government  and  the  ob- 
jections that  the  types  were  unsuited  to  the  railroads.  The  objec- 
tions that  the  quantity  allocated  was  excessive  led  in  some  cases 
to  reductions  in  the  quantity  allocated  to  some  few  railroad  com- 
panies. But  with  a  few  exceptions  the  Railroad  Administration 
finally  sustained  the  allocations  as  originally  made. 

Near  the  end  of  Federal  Control  it  became  apparent  that  prices 
of  railroad  equipment  were  going  to  be  higher  after  the  end  of 
Federal  Control  than  the  prices  at  which  the  Railroad  Administra- 
tion had  been  able  to  buy  this  equipment.  Thereupon  there  was  a 
marked  change  in  the  attitude  of  railroad  companies  which  had 
been  objecting  to  taking  the  equipment  allocated  to  them.  In  fact, 
in  some  instances,  railroad  companies,  which  had  only  recently  urged 
with  great  emphasis  and  elaboration  that  they  needed  no  equipment, 
gladly  took  what  had  been  allocated  to  them  and  in  occasional  in- 
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stances  expressed  the  desire  to  be  allotted  any  surplus  equipment 
which  the  Railroad  Administration  might  have  on  hand. 

Finally,  all  the  equipment  was  taken  in  accordance  with  the  final 
allocation  made  by  the  Railroad  Administration,  except  in  a  few 
instances  where  transfers  were  made  from  one  railroad  company  to 
another  with  their  consent. 

The  problems  connected  with  the  allocation  of  the  equipment  were 
handled  by  the  Division  of  Operation  in  1918  and  by  the  Division 
of  Capital  Expenditures  in  1919. 

Unifications  of  Operations. 

At  the  beginning  of  Federal  Control  and  up  to  the  Armistice, 
much  attention  was  paid  to  unifications  of  portions  of  different  rail- 
roads, which  railroads,  prior  to  Federal  Control,  had  been  operated 
independently  and  in  competition.  These  efforts  were  for  the  double 
purpose  of  increasing  transportation  capacity  and  expedition  and 
of  realizing  economies.  These  unification  projects  took  many  forms. 
Some  of  these  are  treated  more  in  detail  in  other  chapters,  but  will 
be  included  in  this  more  general  discussion. 

The  extensive  elimination  of  unnecessary  passenger  trains  was  in 
itself  a  feature  of  unification,  the  result  being  to  concentrate  or  unify 
certain  passenger  train  service  so  as  to  avoid  duplication  or  even 
greater  multiplication  of  passenger  trains  operating  over  different 
railroads.  Similar  in  character  was  the  elimination  of  circuitous 
routes  for  freight  traffic,  a  matter  to  which  much  attention  was  paid, 
with  substantial  results,  by  the  Division  of  Traffic.  The  result  was 
that  the  competing  railroad  with  the  longer  route  had  to  yield  this 
freight  traffic  to  the  shorter  route. 

A  striking  instance  of  unification  was  the  establishment  of  consoli- 
dated ticket  offices.  Prior  to  Federal  Control  it  had  been  the  practice 
of  each  railroad  company  to  maintain  in  each  of  the  important  cities 
upon  its  line  a  "city"  passenger  office  where  tickets  might  be  bought 
and  sleeping  and  parlor  car  reservations  might  be  made.  These 
offices  were,  of  course,  in  addition  to  the  ticket  offices  maintained  in 
the  railroad  passenger  stations.  As  a  rule  in  any  city  served  by  sev- 
eral different  railroads,  there  was  a  separate  city  passenger  office  for 
each  of  these  railroads.  During  Federal  Control  101  consolidated 
offices  were  established  in  lieu  of  564  of  these  city  passenger  offices  in 
existence  prior  to  Federal  Control.  These  consolidated  offices  gave 
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more  adequate  and  convenient  service  than  the  much  greater  number 
of  offices  which  were  replaced  in  this  manner.  The  consolidated  offices 
resulted  in  a  much  better  distribution  of  the  traffic.  If  a  passenger 
found  at  the  consolidated  office  that  sleeping  or  parlor  car  space  was 
not  available  via  one  route,  he  was  able  to  select  another  route  with- 
out the  inconvenience  of  going  to  some  other  office. 

Unification  of  terminals  was  another  very  important  step.  Prior 
to  Federal  Control  the  railroads  serving  a  particular  city  had  in 
many  instances  joined  in  the  formation  of  a  terminal  company, 
which  to  a  considerable  extent  unified  at  least  an  important  part 
of  the  terminal  operations  in  and  about  that  city.  But  to  a  very 
large  extent  the  terminal  operations  were  separately  conducted  by 
the  respective  railroads  serving  the  city,  even  in  cases  where  one 
or  more  terminal  companies  performed  a  considerable  part  of  the 
service. 

A  striking  illustration  of  terminal  activity  was  afforded  in  the 
Chicago  terminal  district.  That  district  embraced  approximately 
2,500  square  miles.  It  was  served  by  thirty-two  railroads.  Six  of  the 
seven  Regional  Directors  had  jurisdiction  over  one  or  more  of  these 
railroads.  The  terminal  operations  in  this  great  district  were  unified 
into  a  single  terminal  arrangement  under  the  immediate  supervision 
of  one  of  the  Regional  Directors.  This  resulted  in  more  economical 
and  efficient  operation,  with  lessening  of  terminal  congestion  and 
delay,  increase  of  car  supply,  avoidance  of  empty  car  mileage  and 
facilitation  of  interchange  of  cars. 

The  instance  just  cited,  though  on  an  unusually  large  scale,  is 
suggestive  of  the  policy  which  the  Railroad  Administration  pursued 
wherever  practicable. 

A  particularly  interesting  instance  of  the  unification  of  passenger 
terminal  facilities  was  that  of  the  Railroad  Administration  putting 
the  Baltimore  &  Ohio  passenger  trains  into  the  Pennsylvania  Rail- 
road passenger  terminal  in  New  York  City.  Prior  to  Federal  Con- 
trol the  Baltimore  &  Ohio  passenger  trains  used  a  terminal  in  New 
Jersey  directly  across  the  Hudson  River  from  New  York  City.  The 
Pennsylvania  Railroad  Company  had  built  a  very  handsome  pas- 
senger terminal  in  New  York  City  reached  by  a  tunnel  from  New 
Jersey  under  the  Hudson  River.  Early  in  1918  the  Director  Gen- 
eral of  Railroads  caused  the  necessary  connections  to  be  made  be- 
tween the  tracks  used  by  the  Baltimore  &  Ohio  and  the  Pennsylvania 
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Railroad  tracks  at  a  point  in  New  Jersey  a  few  miles  from  the  en- 
trance to  the  tunnel  and  thereafter  the  Baltimore  &  Ohio  passenger 
trains  regularly  used  the  Pennsylvania  Railroad  passenger  terminal 
in  New  York  City.  This  move  greatly  promoted  the  convenience  of 
the  public.  This  arrangement  continued  until  some  time  after  the  end 
of  Federal  Control,  when  the  Pennsylvania  Railroad  Company  de- 
clined to  continue  the  arrangement  longer,  claiming  that  its  rapidly 
increasing  passenger  travel  called  for  all  the  space  available  in  the 
terminal. 

There  was  also  at  times  a  considerable  utilization  of  the  repair 
shops  of  one  railroad  for  the  purpose  of  repairing  locomotives  and 
cars  used  upon  some  other  railroad  in  the  vicinity.  At  times  such  use 
was  very  important  and  highly  beneficial,  but  on  account  of  the  brief 
tenure  of  Federal  Control  it  was  out  of  the  question  to  effect  any 
unification  of  this  character  which  would  involve  any  radical  changes 
in  the  shop  facilities  of  the  different  railroads. 

The  extent  of  unification  was  necessarily  strictly  limited  by  the 
purely  provisional  character  of  Federal  Control.  Much  more  exten- 
sive unification  would  have  been  practicable  if  the  times  had  been 
propitious  for  the  making  of  the  necessary  capital  expenditures  in 
order  to  admit  of  more  complete  unified  use.  What  was  actually  done 
in  this  direction  was  therefore  purely  suggestive  and  not  at  all  a 
measure  of  what  might  be  accomplished  in  the  direction  of  unifica- 
tion under  some  permanent  policy. 


Economies. 

The  unifications  above  referred  to  resulted  in  substantial  econo- 
mies. For  the  year  1918  the  following  rough  estimate  of  specific 
economies  is  illustrative  and  suggestive : 

Elimination  of  passenger  train  service  $  60,000,000 

Unification  of  terminals  and  consolidation  of  stations  and 

ticket  offices  35,000,000 
Saving  in  advertising  5,000,000 
Miscellaneous  10,000,000 


Total  $110,000,000 


Various  other  economies  were  realized,  but  were  not  susceptible  of 
computation  without  elaborate  additional  accounting  which  was  not 
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undertaken.  For  example,  the  elimination  of  circuitous  routing  for 
freight  traffic  undoubtedly  involved  substantial  economies.  The  Di- 
vision of  Traffic  in  its  report  for  1919  mentioned,  as  an  illustrative 
instance,  that  in  the  Central  Western  Region  77,699  cars  were  re- 
routed with  a  saving  of  12,065,849  car  miles,  or  an  average  of  155 
miles  per  car.  Again,  in  connection  with  the  accounting  departments 
of  the  various  railroads,  a  great  deal  of  accounting  was  eliminated 
which  was  requisite  so  long  as  each  railroad  company  had  to  account 
with  every  other  railroad  company  in  respect  of  all  intercompany 
transactions.  This  is  referred  to  in  Chapter  XII  on  Capital  Ex- 
penditures, Finance  and  Accounting.  While  substantial  savings 
might  have  been  effected  on  this  account  in  the  case  of  a  permanent 
unification,  the  temporary  period  of  Federal  Control  incurred  off- 
setting accounting  burdens  because  of  the  necessity  of  accounting 
with  the  railroad  companies  in  respect  of  the  intricate  obligations 
existing  between  the  Government  and  the  railroad  companies  by 
virtue  of  the  terms  of  the  contracts  whereunder  the  Government  held 
and  operated  the  railroads. 

It  is  true  in  the  matter  of  economies,  as  well  as  in  the  matter  of 
unifications,  that  what  was  susceptible  of  accomplishment  during 
Federal  Control  was  restricted  by  the  limited  period  of  that  control. 

After  the  Armistice,  and  when  the  public  became  very  insistent 
upon  being  given  the  full  benefit  of  the  same  quantity  and  variety  of 
service  which  had  been  available  prior  to  Federal  Control,  various 
features  of  unification  had  to  be  abandoned,  along  with  such  econo- 
mies as  resulted  therefrom. 

One  important  economy  which  is  referred  to  below  in  this  chapter 
was  that  accomplished  in  the  conservation  of  fuel.  But  this  could  not 
be  attributed  solely  to  unification.  It  was  the  carrying  out  to  a  fur- 
ther degree,  and  the  extension  to  railroads  generally,  of  a  form  of 
economy  which  was  already  in  process  on  man}'  railroads  before 
Federal  Control  commenced. 

Various  Operating  and  Traffic  Activities. 

Exports  Control  Committee.  In  order  to  coordinate  the  activities 
of  the  Railroad  Administration,  Army  and  Navy  Departments  and 
all  shipping  for  the  United  States  and  Allied  Governments,  with 
respect  to  handling  of  export  traffic,  the  Exports  Control  Committee, 
briefly  referred  to  in  Chapter  IV,  was  created  by  the  Agreement  of 
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June  11, 1918,  between  the  Secretary  of  War,  Secretary  of  the  Navy 
and  the  Director  General  of  Railroads. 

The  membership  of  this  committee  was  as  follows : 

George  D.  Ogden,  representing  the  Railroad  Administration, 
Chairman, 

Major  General  George  W.  Goethals,  representing  the  War  De- 
partment, 

Rear- Admiral  C.  J.  Peoples,  representing  the  Navy  Department, 
P.  A.  S.  Franklin,  representing  the  Shipping  Control  Committee, 
D.  W.  Cooke,  representing  the  Allies. 

The  control  of  all  shipping  both  for  the  United  States  and  for  the 
Allied  Governments  reaching  American  ports  had  previously  been 
given  to  the  Shipping  Control  Committee  of  which  P.  A.  S.  Franklin 
was  Chairman. 

The  duties  and  responsibilities  of  the  Exports  Control  Committee 
Mere  by  order  defined  as  follows : 

1.  To  inform  itself 

(a)  As  to  the  probable  amount  of  freight  which  must  be  ex- 
ported for  the  prosecution  of  the  War. 

(b)  How  this  war  freight  could  best  be  routed  through  the 
various  ports. 

(c)  How  much  of  other  essential  export  traffic  had  to  be 
handled. 

(d)  The  amount  of  local  traffic  necessary  for  each  port. 

2.  The  Committee  had  authority  to  select  the  port  to  which  speci- 
fied freight  would  be  transported  for  shipment  overseas  for  the 
use  of  the  War  and  Navy  Departments,  the  Allied  Govern- 
ments and  others. 

3.  The  Committee  had  the  responsibility  of  deciding  upon  the 
distribution  of  the  combined  amount  of  all  exports  as  between 
the  various  ports  so  as  to  facilitate  its  handling  at  and  avoid 
congestion  in  any  one  port. 

This  committee  was  very  successful  in  securing  the  proper  co- 
ordination between  the  rail  and  ocean  lines.  Shipments  from  the  in- 
terior for  overseas  were  allowed  to  come  forward  only  on  permits 
and  these  permits  were  issued  only  where  there  was  a  practical  cer- 
tainty, barring  the  exigencies  of  war,  that  shipping  would  be  avail- 
able to  handle  these  shipments  on  arrival  at  the  ports. 
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Car  Service  Section.  While  references  have  been  made  to  the 
handling  of  the  freight  car  supply,  some  further  comment  on  the 
Car  Service  Section  of  the  Division  of  Operation  is  appropriate.  It 
was  charged  with  the  task  of  coordinating  the  freight  car  supply  on 
the  railroads  in  the  various  regions  so  as  to  meet  the  demands  of  the 
government  departments  and  the  general  public,  and  of  arranging 
for  preferred  movement  of  priority  shipments. 

This  section  was  the  successor  of  the  Car  Service  Commission  of 
the  American  Railway  Association  which  had  been  organized  in 
February,  1917,  and  had  met  continuously  at  Washington  during 
the  regime  of  the  Railroads'  War  Board.  While  this  commission  had 
performed  excellent  service  during  1917,  its  power,  like  that  of  the 
Railroads'  War  Board,  had  been  limited  and  it  had  not  been  able 
to  make  much  headway  in  control  of  priorities  and  in  clearing  up 
the  congestion  which  became  so  serious  at  the  end  of  1917.  As  a  part 
of  the  Railroad  Administration  and  in  the  exercise  of  its  powers,  the 
Car  Service  Section  became  an  effective  agency  in  controlling  and 
coordinating  the  freight  car  movement  of  the  entire  country. 

W.  C.  Kendall,  a  member  of  the  Car  Service  Commission  of  the 
American  Railway  Association,  and  prior  thereto  Superintendent  of 
Transportation  of  the  Boston  &  Maine,  was  appointed  Manager. 
With  the  manager  were  associated  seven  assistant  managers  whose 
experience  as  transportation  officers  had  covered  practically  all  of 
the  regions,  so  that  the  Car  Service  Section  was  fully  conversant  with 
the  local  operating  problems  of  all  parts  of  the  country.  Branches 
were  established  at  Chicago  to  direct  the  distribution  of  refrigerator 
cars  and  tank  cars,  at  Pittsburgh  to  direct  the  Eastern  Railroad 
Coal  Car  Pool  and  at  Seattle  to  supervise  car  service  in  the  lumber 
districts  of  the  northwest.  A  force  of  inspectors  was  also  main- 
tained, who  traveled  throughout  the  country  and  kept  the  section 
posted  as  to  local  conditions. 

Some  of  the  specific  problems  which  the  Car  Service  Section  was 
called  upon  to  handle  in  conjunction  with  the  Division  of  Traffic 
were  the  permit  system  and  the  sailing  day  plan  described  in  Chapter 
IV.  It  handled  the  supply  of  cars  for  the  mines  and  the  zoning  of 
coal  distribution  and  special  movements,  such  as  the  movement  of 
empty  box  cars  west  for  return  movement  of  grain  and  foodstuffs 
for  the  Allies.  In  cooperation  with  the  shippers,  it  conducted  an 
active  campaign  to  conserve  equipment  by  increasing  the  carload. 
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It  instituted  a  campaign  for  advance  movement  of  raw  materials 
and  supplies  during  the  summer  months  to  relieve  the  congestion  in 
the  fall  and  established  a  car  record  office  to  give  information  to 
various  government  departments  with  respect  to  the  location  and 
movement  of  government  freight. 

Safety  Section.  This  section  of  the  Division  of  Operation  carried 
on  an  extensive  campaign  for  the  education  of  railroad  employees 
in  locating  and  eliminating  unsafe  practices,  and  created  "Safety" 
organizations  for  this  purpose  on  lines  where  such  organizations 
had  not  previously  existed.  This  work  had  been  inaugurated  on  many 
of  the  railroads  prior  to  the  War.  The  movement  was  broadened 
and  stimulated  during  Federal  Control. 

The  work  of  the  Safety  Section  was  first  a  part  of  the  Mechanical 
Department,  but  on  February  19,  1918,  a  separate  section  was 
organized  under  Hiram  W.  Belknap,  previously  Chief  of  the  Bureau 
of  Safety  of  the  Interstate  Commerce  Commission.  On  Mr.  Bel- 
knap's death,  October  12,  1918,  A.  F.  Duffey,  Assistant  Manager, 
was  appointed  Manager. 

Telegraph  Section.  The  Telegraph  Section  of  the  Division  of 
Operation  had  the  task  of  coordinating  the  telegraph  and  telephone 
facilities  of  the  railroads  in  order  to  provide  for  the  voluminous  and 
rapid  exchange  of  messages  between  the  Central  and  Regional  Or- 
ganizations and  the  individual  railroads.  This  section  was  created  on 
Jul}'  1,  1918,  with  Martin  H.  Clapp  as  Manager. 

Fuel  Conservation  Section.  The  railroads  are  among  the  largest 
users  of  coal  in  the  country.  The  Fuel  Conservation  Section  of  the 
Division  of  Operation  was  organized  to  direct  and  coordinate  the 
fuel  saving  campaign  under  way  on  many  of  the  railroads  and  to 
cooperate  with  the  Fuel  Administration,  one  of  the  Government's 
war  agencies,  in  its  fuel  conservation  program.  This  section  held 
meetings  with  coal  operators,  railroad  officials  and  employees  and 
sought  to  improve  the  quality  of  the  coal  furnished  the  railroads  as 
well  as  the  methods  of  using  the  coal  on  locomotives  and  in  stationary 
plants.  The  continued  improvement  in  fuel  consumption  subsequent 
to  Federal  Control  may  be  attributed  in  part  to  the  stimulus  given 
the  fuel  conservation  movement  during  Federal  Control.  This  sec- 
tion was  created  on  May  1,  1918,  with  Eugene  McAuliffe  as  Man- 
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ager.  He  had  previously  successfully  organized  fuel  conservation 
campaigns  on  the  St.  Louis  &  San  Francisco  Railroad. 

Operating  Statistics  Section.  It  was  necessary  to  secure  prompt 
and  uniform  monthly  statistics  of  operations  on  the  individual  rail- 
roads for  the  guidance  of  the  Central  and  Regional  staffs.  The 
monthly  reports  previously  made  to  the  Interstate  Commerce  Com- 
mission covered  revenues  and  expenses  only  and  gave  no  units  of 
physical  performance,  nor  were  they  in  sufficient  detail  to  permit 
an  analysis  of  results  for  the  month.  Furthermore  the  rapid  increase 
in  rates  of  pay  and  prices  of  material  made  comparison  of  expendi- 
tures with  those  of  previous  months  and  years  of  little  value  in  ana- 
lyzing efficiency  of  operations. 

The  Railroads'  War  Board  had  made  a  beginning  by  calling  on 
the  individual  railroads  to  make  reports  of  certain  selected  statistics 
of  freight  train  and  car  movement,  which  were  consolidated  and  sum- 
marized by  the  Bureau  of  Railway  Economics.  These  statements, 
however,  had  been  slow  and  irregular  because  of  the  delay  by  the 
railroads  in  filing  their  returns. 

The  Operating  Statistics  Section  of  the  Division  of  Operation 
developed  a  series  of  standard  reports  to  be  used  by  all  roads  in 
reporting  monthly  operating  statistics  and  there  were  published  sta- 
tistical summaries  of  operations  by  roads  and  regions.  These  stand- 
ard reports  covered  the  more  important  features  of  freight  and 
passenger  train  operations  including  the  revenues  and  expenses  by 
primary  accounts.  The  reports  were  filed  by  all  Class  I  roads  from 
15  to  30  days  after  the  end  of  the  month  which  the}'  covered.  A 
reasonably  complete  analysis  of  the  monthly  operations  of  any  car- 
rier under  Federal  Control  could  therefore  be  made  almost  as 
promptly  in  Washington  as  in  the  office  of  the  carrier's  own  Federal 
Manager.  These  monthly  reports  with  some  modifications  were  con- 
tinued by  the  Interstate  Commerce  Commission  subsequent  to  Fed- 
eral Control. 

William  J.  Cunningham,  Professor  of  Transportation  at  the  Har- 
vard Graduate  School  of  Business  Administration,  was  appointed 
Manager  of  the  Operating  Statistics  Section  on  May  6,  1918.  On 
his  promotion  to  the  position  of  Assistant  Director  of  Operations  on 
June  1,  1919,  V.  P.  Turnburke,  Assistant  Manager  of  the  Section 
and  formerly  Statistician  of  the  Great  Northern,  was  appointed 
Manager. 


CHAPTER  VIII 


THE  PURCHASE  AND  CUSTODY  OF  RAILROAD 
MATERIALS  AND  SUPPLIES 

The  purchase  and  custody  of  railroad  materials  and  supplies  con- 
stituted a  branch  of  railroad  management  of  extreme  importance 
and  of  peculiar  difficulty  during  the  period  of  Federal  Control.  It 
was  all  the  more  difficult  because  of  lack  of  any  well-defined  and 
approximately  uniform  method  of  organization  in  the  railroad  world 
of  matters  connected  with  the  purchase  and  custody  of  materials 
and  supplies.  There  were  much  greater  variations  of  method  than 
were  found  in  other  branches  of  railroad  management  such  as  main- 
tenance, transportation  and  traffic.  The  custody  of  materials  and 
supplies,  especially  involving  the  manner  of  their  storage  and  the 
responsibility  and  accounting  for  their  disposition,  was  handled  in 
a  great  many  different  ways  on  the  different  railroads. 

Purchase  of  materials  and  supplies  was  at  first  put  into  the  same 
division  with  Finance,  both  being  in  the  Division  of  Finance  and 
Purchasing,  of  which  John  Skelton  Williams,  Comptroller  of  the 
Currency,  was  made  the  Director.  The  matter  of  purchases  was 
handled  under  the  supervision  of  the  Director,  by  a  Central  Ad- 
visory Purchasing  Committee  consisting  of  Henry  B.  Spencer,  Vice- 
President,  Southern  Railway  Company,  Chairman ;  Samuel  Porcher, 
General  Purchasing  Agent,  Pennsylvania  Railroad  Company;  and 
George  G.  Yeomans,  Purchasing  Agent,  New  York,  New  Haven  & 
Hartford  Railroad  Company. 

In  March,  1919,  the  Division  of  Finance  and  Purchasing  was 
separated  into  two  divisions,  that  of  Finance  and  that  of  Purchases, 
and  Henry  B.  Spencer  was  made  Director  of  the  Division  of  Pur- 
chases, the  other  two  members  of  the  Committee  last  mentioned  serv- 
ing as  his  assistants.  Mr.  Spencer  had  long  been  connected  with  the 
Southern  Railway  Company  and  at  the  beginning  of  the  War  was 
in  charge  of  Purchases  and  Construction,  and  assisted  in  financial 
matters.  During  the  existence  of  the  Railroads'  War  Board,  Mr. 
Spencer  was  Chairman  of  that  organization's  Subcommittee  on 
Materials  and  Supplies.  Since  the  termination  of  Federal  Control 
Mr.  Spencer  has  been  President  of  the  Fruit  Growers  Express  Com- 
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pany,  a  corporation  operating  the  refrigerator  cars  of  a  number  of 
eastern  and  southern  railroads,  and  more  recently  he  has  also  been 
president  of  two  other  refrigerator  car  companies  operating  the 
refrigerator  cars  of  two  western  railroad  companies. 

When  the  separate  Division  of  Purchases  was  created  in  1919, 
an  Advisory  Committee  on  Purchases  was  formed  and  continued  in 
existence  until  the  end  of  Federal  Control.  This  committee  consisted 
of  John  Skclton  Williams  as  Chairman,  Robert  S.  Lovett,  who  both 
prior  and  subsequent  to  1918  was  the  Chief  Executive  of  the  Union 
Pacific  System,  and  Henry  Walters,  the  Chief  Executive  of  the  At- 
lantic Coast  Line  Railroad  Company. 

The  Purchasing  Division  was  assisted  in  the  direct  administration 
of  its  work  in  the  respective  regions  by  regional  purchasing  commit- 
tees each  consisting  of  three  (in  1919  reduced  to  two  except  in  the 
Eastern  Region)  experienced  purchasing  officers.  These  regional 
purchasing  committees  formed  the  points  of  contact  between  the 
Division  itself  and  the  purchasing  agents  of  the  individual  rail- 
roads, to  whom  was  entrusted  the  actual  buying  of  the  ordinary 
materials  and  supplies  for  railroad  use,  except  so  far  as  such  pur- 
chase, on  account  of  war  conditions,  was  centralized  in  Washington 
or  otherwise  specially  handled.  All  contracts  for  periods  exceeding 
six  months  were  submitted  by  the  regional  purchasing  committees 
to  the  Purchasing  Division  for  its  action.  Through  frequent  meet- 
ings of  the  regional  purchasing  committees  with  the  divisional  offi- 
cers in  Washington  and  with  the  purchasing  agents  of  the  individual 
railroads,  exchange  of  information  and  uniformity  of  practice  were 
constantly  promoted. 

The  organization  of  the  Sections  in  the  Purchasing  Division  is 
shown  in  the  appendix  to  Chapter  III. 

The  Division  was  confronted  with  the  difficulties  naturally  inci- 
dent to  the  War's  revolutionizing  influences  upon  supply,  demand 
and  price  in  the  purchase  of  practically  everything  the  railroads 
used.  It  was  necessary  for  the  Railroad  Administration,  in  the  face 
of  the  other  insistent  war  demands  by  such  agencies  as  the  War  and 
Navy  Departments  and  Shipping  Board,  to  get  its  fair  share  of  the 
limited  supplies  of  material,  and  then  it  was  necessarv'  for  the  Rail- 
road Administration  to  get  the  benefit  of  the  best  price  that  was 
obtainable,  the  price  very  generally  being  regulated  by  government 
agencies.  After  the  Armistice  the  situation  completely  changed.  Gen- 
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erally  speaking,  material  ceased  to  be  scarce.  Government  regulation 
of  prices  ended.  But  the  chaotic  economic  conditions  continued  and 
until  the  end  of  Federal  Control  of  railroads,  and  later,  the  problems 
of  railroad  purchases  were  extremely  difficult  and  grave. 

An  idea  of  the  scope  of  purchases  of  materials  and  supplies  for 
railroad  purposes  is  given  by  the  following  analysis  of  purchases 
supervised  by  the  Division  of  Purchases  during  the  year  1919: 


Locomotives  and  cars  ordered  by  the  Railroad  Adminis- 
tration* $  380,036,000 
Rail  61,915,000 
Ties  127,833,000 
Fuel  491,131,000 
Miscellaneous  material  696,615,000 


Total  $1,760,530,000 


The  general  policy  of  the  Division  was,  so  far  as  consistent  with 
the  conditions  brought  about  by  the  War,  to  permit  the  purchasing 
agents  of  the  various  railroads  to  make  their  purchases  through  the 
channels  which  they  had  theretofore  developed  and  which  were  natu- 
ral sources  of  supply  for  them.  It  sought  thus  to  take  all  possible 
advantage  of  local  sources  of  supply  and  commercial  relations  which 
were  often  of  long  standing.  This  attitude,  however,  was  necessarily 
subject  to  the  special  methods  of  treatment  which  were  dictated  by 
war  conditions  and  naturally  the  major  purchasing  transactions 
were  handled  by  the  Purchasing  Division.  An  idea  of  its  methods  in 
these  ma j  or  matters  can  best  be  given  by  showing  how  it  handled  some 
of  its  principal  purchasing  tasks. 

Cross  Ties  and  Lumber. 

For  over  a  year  prior  to  Federal  Control,  the  railroads  had  had 
difficulty  in  obtaining  a  sufficient  supply  of  cross  ties  and  lumber  on 
account  of  demands  of  the  Shipping  Board,  the  Army  and  Navy 
Departments,  and  of  the  Allied  Powers. 

At  the  beginning  of  1918  the  situation  was  acute.  The  different 
railroad  companies  were  bidding  vigorously  for  cross  ties  against 

*  The  item  of  rolling  stock  consisted  of  the  equipment  ordered  by  the  Rail- 
road Administration  in  1918  but  not  delivered  until  1919. 
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each  other  as  well  as  against  all  the  other  purchasers.  Prices  were 
advancing  by  leaps  and  bounds. 

To  get  control  of  the  situation,  the  Division  forbade,  for  the  early 
part  of  Federal  Control,  purchases  of  cross  ties  by  railroads  at  prices 
higher  than  those  prevailing  December  31,  1917.  The  Section  of 
Forest  Products  was  organized  and  took  measures  to  provide  at 
reasonable  prices  the  ties  and  lumber  needed  by  the  railroads.  Rail- 
roads were  prohibited  from  purchasing  cross  ties  on  each  other's 
lines,  subject  to  some  exceptions  under  prescribed  regulations,  and 
each  railroad  was  instructed  to  buy  all  of  the  ties  that  could  be  pro- 
duced on  its  line  regardless  of  its  individual  requirements,  the  dis- 
tribution of  any  surplus  being  left  to  the  appropriate  regional  pur- 
chasing committee.  The  section  arranged  to  furnish  the  Army  and 
the  Shipping  Board  with  cross  ties  and  supplied  400,000  during 
1918. 

Production  of  cross  ties  was  stimulated  (1)  by  establishing  prices 
duty  related  to  prices  of  lumber  and  (2)  by  intensive  campaigns  of 
solicitation.  The  results  were  gratifying.  Some  railroads  which  for 
years  had  had  to  depend  for  their  cross  ties  on  sources  of  supply 
beyond  their  lines  found  they  could  get  the  ties  they  needed  along 
their  own  railroads.  On  some  railroads  the  local  production  was 
doubled. 

In  establishing  prices,  it  was  found  that  there  was  a  complete 
absence  of  uniformity  in  specifications  for  cross  ties.  The  best  engi- 
neering and  technical  talent  available  was  consulted  and  the  United 
States  Railroad  Administration  standard  specifications  for  cross  ties 
were  evolved,  giving  expression  to  what  had  been  learned  in  recent 
years  in  studies  of  timber  physics.  This  action  blazed  a  new  trail 
and  constituted  a  highly  important  advance.  The  new  standard  was 
endorsed  after  the  expiration  of  Federal  Control  by  the  American 
Railway  Engineering  Association  and  was  also  endorsed  in  1921, 
with  a  few  minor  changes,  by  the  National  Association  of  Railroad 
Tie  Producers,  which  itself  had  come  into  existence  as  a  result  of 
the  unified  methods  of  Federal  Control,  and  which  constituted  a 
beneficial  stabilizing  influence. 

The  production  of  cross  ties  was  low  during  the  time  absorbed 
in  getting  control  of  the  situation,  but  when  the  Forest  Products 
Section's  work  was  organized  the  production  of  cross  ties  was  speeded 
up.  Over  77,000,000  cross  ties  were  produced  in  1918,  despite  nu- 
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merous  obstacles  in  the  way.  This  was  only  16  per  cent  less  than  the 
average  for  the  ten  preceding  years.  In  the  year  1919,  the  same 
organization  and  methods  resulted  in  the  production  of  nearly  96,- 
000,000  cross  ties,  despite  shortage  of  labor  and  other  adverse  con- 
ditions. 

The  average  price  for  cross  ties  in  1918  was  66.7  cents  per  tie 
and  for  1919  80  cents  per  tie  or  an  increase  of  about  20  per  cent. 
The  standard  specifications  all  worked  a  distinct  improvement  in  the 
average  quality  of  the  cross  ties,  although  some  of  the  expedients 
which  had  to  be  temporarily  resorted  to,  such  as  having  one  railroad 
organization  shift  part  of  its  ties  to  another,  resulted  in  some  rail- 
roads getting  cross  ties  below  their  special  standards. 

To  promote  wherever  practicable  the  use  of  ties  treated  by  preser- 
vation processes,  the  Section  of  Forest  Products  not  only  took  con- 
trol of  all  the  tie-preserving  plants  owned  by  the  railroads,  but  con- 
tracted for  the  entire  output  of  all  other  preserving  plants,  except 
a  few  on  other  war  work  and,  despite  the  shortage,  was  instrumental 
in  securing  the  supply  of  preservatives  it  needed.  The  Section's  suc- 
cessful handling  of  this  matter  elicited  formal  approval  of  the 
American  Wood  Preservers'  Association. 

The  Forest  Products  Section  also  secured  at  reasonably  satisfac- 
tory prices  the  supplies  of  lumber  needed  by  the  railroads,  not  only 
for  maintenance  but  for  the  construction  of  100,000  new  freight  cars. 

The  Section  also  issued  instructions  for  the  proper  storage,  care 
and  handling  of  lumber  and  entered  upon  the  standardizing  of 
specifications  for  lumber  so  as  to  eliminate  unnecessary  sizes  and 
grades.  This  work  could  not  be  completed  by  the  end  of  Federal 
Control,  but  promised  satisfactory  results  and  some  of  the  railroads 
adopted  with  success  the  suggestions  thus  made. 

As  the  end  of  Federal  Control  approached,  the  Division  of  Pur- 
chases, in  order  to  encourage  production,  invited  the  railroad  cor- 
porations to  continue  in  effect  the  standard  specifications,  and  to 
accept  at  the  established  prices  all  cross  ties  that  might  be  delivered 
after  Federal  Control  ceased,  until  July  1,  1920.  The  railroad  cor- 
porations, however,  were  not  generally  cordial  to  these  suggestions 
and  they  could  be  carried  out  only  to  a  very  limited  extent.  It  fol- 
lowed that  production  of  cross  ties  decreased  during  the  last  months 
of  Federal  Control.  Material  increases  in  the  prices  of  cross  ties  fol- 
lowed the  resumption  of  private  control. 
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Fuel  for  Railroad  Use. 

The  fuel  supply  constitutes  one  of  the  most  important  branches 
of  railroad  purchasing  and  was  handled  by  the  Fuel  Section.  The 
railroads  while  in  Federal  Control  consumed  a  yearly  average  of 
about  150,000,000  tons  of  bituminous  coal  (nearly  one-third  of  the 
country's  total  production),  4,500,000  tons  of  anthracite,  and 
45,000,000  barrels  of  fuel  oil. 

During  1918  the  conditions  and  prices  were  largely  determined 
for  all  coal  consumers,  including  railroads,  by  the  President  acting 
through  the  Fuel  Administration.  The  Fuel  Administrator  was  prop- 
erly intent  on  encouraging  a  maximum  output  of  coal  from  all  mines, 
whether  high-cost  or  low-cost  mines,  or  producing  superior  or  in- 
ferior coal.  Not  unnaturally,  his  policies  clashed  with  those  of  the 
Purchasing  Division,  which  sought  to  avoid  getting  coal  of  unsatis- 
factory quality  for  railroad  use,  and  which  sought  prices  it  regarded 
as  reasonable  in  the  light  of  the  large  and  regular  railroad  demand 
and  of  the  profits  which  the  mines  supplying  coal  suitable  for  loco- 
motive use  (quite  frequently  the  low-cost  mines),  appeared  to  be 
making.  There  were  in  consequence  many  differences  of  opinion  as 
to  the  questions  of  broad  policy  and  also  as  to  innumerable  questions 
of  detail.  Throughout  the  year  1918  the  Fuel  Section  was  largely 
absorbed  in  dealing  with  the  Fuel  Administration,  and  had  little,  if 
any,  opportunity  to  negotiate  with  individual  coal  operators. 

Without  discussing  the  merits  of  the  numerous  differences  as  to 
policies  or  details,  it  may  be  said  broadly  that  the  Railroad  Ad- 
ministration, despite  its  extraordinarily  large  and  regular  consump- 
tion of  coal,  much  of  it  from  low-cost  mines,  was  required  to  pay 
the  same  price  as  other  consumers,  and  that  it  required  the  un- 
ceasing efforts  of  the  Fuel  Section  to  get  coal  for  railroad  use  of 
approximately  the  proper  quality.  The  difficulty  as  to  quality  grew 
out  of  the  universality  of  the  Fuel  Administration's  policy  and  not 
out  of  any  desire  on  its  part  to  ignore  the  peculiar  need  of  the  rail- 
roads for  coal  of  special  quality. 

One  important  controversy,  however,  should  be  mentioned.  Before 
the  War  it  was  the  general  practice  of  the  railroads  in  times  of 
shortage  of  coal  cars  to  place  at  mines  under  contract  to  furnish 
railroad  fuel  the  full  number  of  cars  needed  to  load  such  railroad 
coal,  although  a  full  supply  of  cars  could  not  be  given  to  other 
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users.  This  had  always  been  justified  on  the  ground  that  the  railroad 
must  get  its  coal  in  order  to  be  able  to  operate  and  carry  the  coal 
needed  by  others.  Incidentally,  this  practice  made  contracts  for  rail- 
road coal  especially  attractive  to  the  mine  operators  because  the  mine 
with  a  railroad  contract  was  assured  of  a  regular  car  supply  even  in 
times  of  car  shortage  and  hence  was  assured  of  regular  operation. 
This  advantage  inclined  the  operators  to  sell  railroad  coal  at  a  lower 
price. 

The  Fuel  Administrator  insisted  that  these  long  standing  railroad 
practices  must  be  abandoned  during  the  War  and  that  in  times  of 
car  shortage  cars  must  be  placed  pro  rata  at  all  mines  and  not  other- 
wise, the  Fuel  Administrator  claiming  he  could  see  that  the  rail- 
roads received  the  necessar}-  supply  of  coal,  even  though  it  could  not 
be  obtained  from  the  mines  with  which  the  railroads  had  contracts. 
The  Railroad  Administration  vigorously  resisted  this  proposal,  but 
the  President,  the  head  of  both  Administrations,  decided  this  point 
in  favor  of  the  Fuel  Administration.  This  involved  a  complete  re- 
versal of  railroad  practice  and  a  great  many  operating  complications 
which  were,  however,  gradually  cleared  away.  When  the  elimination 
of  the  preferential  car  supply  took  place,  the  Fuel  Administration 
reduced  the  price  of  all  bituminous  coal  to  all  consumers  10  cents 
per  ton,  but  the  Railroad  Administration  still  felt  that  the  price 
remained  much  too  high  wThen  applied  to  the  coal  supplied  in  such 
large  quantities  and  with  such  regularity  to  the  railroads. 

On  January  31,  1919,  the  Fuel  Administration  ceased  regulating 
coal  prices  and  coal  allocation.  The  Railroad  Administration  was 
then  able  to  assert  its  right  to  make  contracts  for  railroad  fuel  in 
the  light  of  commercial  conditions.  The  Coal  Operators  Association 
and  the  United  Mine  Workers  strenuously  objected,  fearing  that 
intense  competition  and  very  low  prices  would  result  because  of 
the  severe  decline  in  the  demand,  especially  since  the  War  had 
stimulated  a  great  overdevelopment  of  mine  capacity.  They  claimed 
that  inasmuch  as  there  was  concentrated  in  the  Railroad  Administra- 
tion the  entire  coal  purchasing  power  of  the  railroads,  it  was  con- 
trary to  the  public  interest  for  it  to  seek  to  negotiate  contracts  with 
particular  coal  operators,  and  that  instead  it  should  purchase  coal  as 
widely  as  it  had  been  compelled  to  do  during  the  War  by  the  Fuel 
Administration,  and  should  refrain  from  seeking  to  obtain  prices 
based  upon  the  low  costs  of  the  mines  from  which  the  railroads  might 
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desire  to  obtain  their  coal.  While  these  demands  were  regarded  by 
the  Railroad  Administration  as  without  merit,  nevertheless  the  Pur- 
chasing Division's  Fuel  Section  took  certain  precautions  designed 
to  avoid  some  of  the  difficulties  thus  feared.  Accordingly,  the  Rail- 
road Administration  did  not  itself  negotiate  contracts  for  the  rail- 
roads as  a  whole.  Instead,  the  purchasing  agents  of  the  individual 
railroads  were  authorized  to  make  their  own  arrangements  for  their 
supply.  They  were  instructed  to  ask  for  bids  based  on  the  existing 
scale  of  mine  wages  and  to  refrain  from  making  offers  for  coal,  but 
merely  to  accept  or  reject  offers  made  by  the  mines.  The  purchasing 
agents  were  also  instructed  to  distribute  their  orders  as  widely  as 
was  consistent  with  good  business  judgment.  They  were  further  in- 
structed to  make  public  the  prices  and  other  essential  conditions  of 
all  contracts  as  soon  as  made.  It  was  felt  that  these  precautions, 
although  in  no  sense  required  by  law  or  precedents,  were  in  the  gen- 
eral interest  on  account  of  the  chaotic  conditions  after  the  Armi- 
stice and  the  serious  concern  felt  both  by  coal  operators  and  coal 
miners. 

Notwithstanding  these  precautions,  the  railroads'  purchasing 
agents  Avere  able  to  negotiate  contracts  for  coal  at  prices  averaging 
about  \%y<2,  per  cent  less  than  those  fixed  by  the  Fuel  Administration. 

The  Railroad  Administration  in  1919  encouraged  with  good  ef- 
fect the  accumulation  during  the  summer  of  a  storage  supply  of  coal 
so  as  to  employ  coal  cars  when  they  would  otherwise  be  idle  and  so  as 
to  give  more  continuous  employment  to  coal  mines  and  mine  labor 
and  thereby  reduce  the  cost  of  mining. 

The  Fuel  Section  annually  supervised  the  expenditure  of  approxi- 
mately $500,000,000.  In  1919,  more  than  1,200  contracts  for  coal 
were  made,  covering  over  143,000,000  tons,  the  small  remainder  of 
the  necessary  supply  being  bought  as  occasion  demanded  and  as 
market  prices  warranted.  In  anticipation  of  the  end  of  Federal  Con- 
trol, the  railroad  corporations  were  consulted  during  the  negotiation 
of  these  contracts  and  their  assent  thereto  was  obtained. 

Purchase  of  Locomotives  and  Cars  and  of  Materials  Generally. 

The  Railroad  Administration  contracted  in  April,  1918,  for  100,- 
000  freight  cars  and  1,270  locomotives  and  a  few  months  later  for 
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660  additional  locomotives.1  The  Purchasing  Division  arranged  for 
the  delivery  of  the  material  therefor  to  the  contracting  locomotive 
and  car  builders  and  for  the  prices  paid  by  them.  In  that  work,  as 
well  as  in  the  purchase  of  miscellaneous  material  for  the  railroads, 
great  difficulties  were  encountered  by  reason  of  the  war  conditions. 

Contracts  for  construction  of  the  equipment  were  made  with  the 
three  large  locomotive  works  and  the  eighteen  principal  car  builders 
of  the  country  and  all  of  the  detail  connected  with  the  purchase  and 
procurement  of  the  material  necessary  for  building  it  was  carried 
out  by  the  Central  Advisory  Purchasing  Committee.  These  trans- 
actions involved  an  aggregate  of  $380,036,000. 

The  contracts  for  the  building  of  this  equipment  were  unusual,  if 
not  unique,  in  that  they  provided  a  fixed  profit  for  the  manufac- 
turers. An  agreed  allowance  was  made  for  labor  and  overhead 
charges,  and  any  saving  effected  in  this  estimated  cost  was  shared 
by  the  builders  and  the  Railroad  Administration.  Due  to  the  limited 
number  of  types  to  be  supplied,  the  builders  could  make  a  steady 
run  on  a  considerable  number  of  each,  and  on  this  account  the  final 
cost  to  the  purchaser  was  materially  lessened. 

In  negotiating  for  the  materials  for  the  construction  of  this  equip- 
ment, the  Railroad  Administration  became  practically  the  only 
purchaser  of  distinctively  railway  supplies  in  the  country.  Every 
manufacturer  and  dealer  in  railway  supplies  was  represented  in 
Washington,  either  in  person  or  by  proxy.  This  brought  such  num- 
bers of  industrial  and  commercial  representatives  to  the  office  of  the 
Central  Advisory  Purchasing  Committee  that  they  thronged  the 
halls  and  overflowed  into  the  streets  and  hotel  lobbies.  A  subcom- 
mittee of  three  experienced  purchasing  agents  was  organized  and  to 
it  was  assigned  the  work  of  negotiating  for  and  buying  a  large  part 
of  the  material  needed  for  this  equipment. 

In  the  matter  of  materials  for  the  new  equipment,  the  subcom- 
mittee of  purchasing  agents  appointed  to  negotiate  therefor,  or  the 
Procurement  Section  which  succeeded  it,  kept  in  constant  touch  with 
the  situation  in  each  of  the  different  locomotive  and  car  shops,  ex- 
pedited shipment  of  materials,  at  times  transferred  surplus  materials 
from  one  shop  to  another  and  on  completion  of  work  at  one  plant 

1  The  standardization  and  allocation  of  this  equipment  are  dealt  with  in 
Chapter  VII,  and  the  resulting  financial  arrangements  with  the  railroad 
corporations  are  discussed  in  Chapter  XII. 
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transferred  materials  to  other  shops,  where  it  could  be  used  on  work 
still  in  progress. 

Relations  with  the  War  Industries  Board. 

The  Government's  control  of  all  industries  through  the  War  In- 
dustries Board2  had  the  effect  of  bringing  together  competitors  in 
the  respective  lines  of  business  and  of  encouraging  them  to  combine 
in  units  representative  of  the  various  industries  for  the  purpose  of 
the  greatest  and  most  expeditious  production.  This  put  an  end  for 
the  time  being  to  competition  as  it  was  known  before  the  War.  It 
had,  to  a  large  extent,  the  effect,  as  far  as  the  Railroad  Administra- 
tion was  concerned,  of  confronting  it  as  a  single  buyer  with  a  single 
seller,  and  this  was  true  of  railroad  supplies  generally  as  well  as 
those  used  in  the  construction  of  the  new  equipment.  This  not  un- 
naturally led  to  a  crystallization  of  prices  upon  a  high  level,  so  high 
as  to  prove  disappointing  to  the  Railroad  Administration  in  its  ca- 
pacity as  a  purchaser.  As  against  these  prices  the  Railroad  Admin- 
istration could  appeal  to  the  Price  Fixing  Committee  of  the  War 
Industries  Board. 

The  effort  of  the  War  Industries  Board  was  to  increase  production 
of  all  essential  materials.  This  carried  with  it  the  necessity  for  having 
them  manufactured  by  high-cost  as  well  as  low-cost  plants.  The  Price 
Fixing  Committee  had  the  problem  of  fixing  prices  which  would 
encourage  sufficient  production  to  meet  all  requirements ;  conse- 
quently, it  was  not  able  to  fix  prices  based  on  the  lowest  cost  of 
production,  but  practically  had  to  fix  them  on  the  highest  cost  of 
production.  Of  course,  it  was  necessary  to  consider  all  costs  of  every 
character  in  such  plants  in  reaching  the  basis,  and  to  add  to  them  a 
reasonable  amount  for  depreciation,  obsolescence  and  profit.  This 
procedure  had  the  effect  of  making  prices  abnormally  high.  In  nor- 
mal commercial  times,  the  conditions  are  entirely  different.  Then  the 
low-cost  producers  practically  furnish  the  basis  on  which  commodities 

2  The  War  Industries  Board  was  composed  of  representatives  of  industry 
and  was  designed  to  coordinate  industrial  activities  so  as  to  direct  their 
efforts  into  essential  rather  than  non-essential  channels,  conserve  the  use  of 
materials  and  labor  while  encouraging  the  maximum  output  of  needed  sup- 
plies, allocate  business  so  as  to  control  the  distribution  of  raw  materials  and 
finished  products,  and  establish  maximum  prices  where  the  demand  for  cer- 
tain commodities  exceeded  the  supply. 
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must  be  marketed  and  the  high-cost  producers  must  be  content  with 
a  narrower  margin  of  profit  and  less  allowance  for  depreciation  and 
obsolescence. 

The  relations  with  the  War  Industries  Board  were,  naturally,  of 
vital  importance  to  the  Railroad  Administration.  Its  Division  of 
Purchases  was  represented  through  the  Central  Advisory  Purchasing 
Committee  or  the  managers  of  the  sections  of  the  Purchasing  Divi- 
sion on  the  various  commodities  sections  of  the  War  Industries 
Board  having  to  do  with  the  production  of  materials  used  by  the 
railroad.  These  representatives  aided  in  the  conservation  of  material 
and  the  standardization  of  production  as  to  many  railroad  supplies. 
The  Railroad  Administration  as  a  whole  was  represented  on  the 
Requirements  Division  and  the  Priorities  Committee  of  the  War 
Industries  Board  by  T.  C.  Powell  (in  1919  Director  of  the  Divi- 
sion of  Capital  Expenditures),  and  on  the  Priorities  Board  of 
the  War  Industries  Board  by  Edward  Chambers  (Director  of  the 
Division  of  Traffic),  throughout  Federal  Control.  The  Purchasing 
Division's  representatives  were  in  constant  touch  with  Mr.  Powell 
and  Mr.  Chambers  and  it  was  through  their  joint  efforts  that  the 
railroads  obtained  the  material  necessary  for  their  uninterrupted 
operation.  In  the  case  of  some  raw  materials  of  which  the  railroads 
were  large  consumers,  and  of  which  the  supply  was  wholly  insuffi- 
cient, the  War  Industries  Board  placed  the  allocation  of  the  entire 
supply  in  the  hands  of  the  Railroad  Administration's  Purchasing 
Division,  to  be  distributed  among  the  various  consuming  manufac- 
turers in  proportion  to  their  essential  needs.  This  was  true  of  pig 
iron,  scrap,  car  wheels  and  creosote.  All  railroad  scrap  material  was 
distributed  among  consumers  through  the  Scrap  Committee  of  the 
American  Iron  and  Steel  Institute  working  in  close  cooperation  with 
the  Railroad  Administration's  Division  of  Purchases. 

The  Procurement  Section,  or  the  subcommittee  of  purchasing 
agents  which  preceded  it,  was  able  at  times  to  obtain  important 
quantities  of  material  at  prices  substantially  less  than  those  de- 
manded by  the  manufacturers  and  acquiesced  in  by  the  War  Indus- 
tries Board.  Illustrations  of  this  in  connection  with  materials  for 
the  new  equipment  are  paint  for  the  100,000  freight  cars,  on  which 
over  $500,000  was  saved,  and  steel  and  malleable  castings  for  the 
equipment,  on  which  a  like  amount  was  saved. 
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Conditions  after  the  Armistice. 

Conditions  radically  changed  with  the  signing  of  the  Armistice. 
Purchases  were  curtailed  wherever  that  step  could  be  taken  without 
working  hardship  on  the  manufacturing  industries,  so  as  to  reduce 
the  abnormally  large  stocks  of  material  which  had  been  accumulated 
as  a  war-time  necessity.  As  to  some  materials,  such  as  cross  ties, 
where  there  was  an  evident  shortage  in  1918,  the  Division  of  Pur- 
chases continued  to  speed  up  production.  About  the  end  of  1918, 
the  War  Industries  Board  suspended  control  of  prices  and  the  allo- 
cation of  the  various  products  to  the  consumers,  and  producers  were 
thrown  on  their  own  resources.  The  situation  seemed  to  call  for  a 
marked  reduction  in  the  exceedingly  high  war-time  prices  of  mate- 
rials. Producers  were  uneasy  on  account  of  the  high  labor  costs  which 
still  prevailed.  Organized  labor  gave  notice  that  it  would  resist  any 
decrease  in  wages.  The  immediate  effect  of  the  cessation  of  war-time 
control  of  the  industries  was  a  moderate  reduction  in  the  prices  of 
coal  and  steel  products,  but  a  decided  increase  in  the  cost  of  some 
other  commodities,  notably  forest  products.  Buying  stopped  quite 
generally,  owing  to  the  widespread  expectation  of  a  rapid  decline  in 
prices  and  there  were  indications  that  many  men  would  be  thrown  out 
of  employment. 

Efforts  were  made  to  encourage  government  agencies  such  as  the 
Railroad  Administration  to  continue  to  buy  upon  a  basis  of  reason- 
able prices  to  be  fixed  by  agreement  between  such  government  buyers 
and  important  basic  industries.  One  of  the  first  concrete  applications 
of  this  effort  was  in  connection  with  the  purchase  of  steel  rail,  but  the 
steel  industry  was  unwilling  to  make  prices  which  the  Railroad  Ad- 
ministration felt  were  reasonable,  so  that  little  if  anything  came  of 
the  proposal  to  have  the  Government  set  the  example  by  making 
substantial  purchases. 

The  failure  of  the  Railroad  Administration's  appropriation 
through  a  filibuster  in  the  Senate  up  to  the  adjournment  of  Congress 
March  4,  1919,3  largely  impaired  the  ability  to  purchase  necessary 
supplies  in  the  spring  of  1919. 

3  See  Chapter  XII  on  Finance. 
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Establishing  Coordinate  Status  of  Purchasing  Department  in 
Railroad  Organization. 

The  Central  Advisory  Purchasing  Committee  rendered  a  signal 
service  to  the  Purchasing  and  Stores  Departments  of  the  railroads 
and  to  railroad  managements  and  the  public  interest  by  taking  the 
action  necessary  to  give  to  the  purchase  and  custody  of  railroad 
material  a  status  equal  to  and  fairly  coordinated  with  the  status  of 
other  leading  departments  of  railroad  management. 

In  the  summer  of  1918  the  Director  General  reorganized  the 
American  Railway  Association,  which  was  composed  of  the  executives 
and  managing  officials  of  the  American  Railroads  and  affiliated  with 
it  a  number  of  independent  associations  of  men  engaged  in  several 
branches  of  the  railroad  service,  some  of  which  associations  had  been 
in  existence  for  many  years  and  had  acquired  a  national  prominence 
in  railroad  circles.  Such  a  plan  had  been  under  discussion  by  the 
railroads  for  several  years.  The  name  was  changed  to  the  American 
Railroad  Association,  but  the  organization  remained  practically  the 
same  as  before,  except  that  the  activities  of  those  other  associations 
which  desired  to  unite  with  the  parent  body  were  continued,  under 
its  auspices,  as  sections  of  the  parent  body. 

Five  sections  were  provided  for  in  the  newly  organized  associa- 
tion embracing  the  operating,  engineering,  mechanical,  traffic  and 
accounting  branches  of  the  service.  The  various  independent  or- 
ganizations were  merged  into  the  new  Association,  grouped  under 
these  several  heads.  No  distinct  provision  was  made  for  purchases. 
As  to  stores,  the  Railway  Storekeepers  Association,  which  had  de- 
cided to  join  the  main  body,  was,  owing  to  the  confusion  as  to  its 
status,  placed  under  the  jurisdiction  of  Section  I— Operating.  The 
Central  Advisory  Purchasing  Committee  believed  that  the  functions 
of  purchasing  and  caring  for  materials  and  supplies  should  occupy 
a  position  as  an  independent  department  in  the  operations  of  the 
railroads  and  that  its  exclusive  control  by  any  one  of  them  would 
tend  to  impair  the  close  cooperation  which  should  exist  between  it 
and  each  of  the  others.  As  a  result  of  this  view  being  pressed,  a  new 
subdivision  of  the  Association  was  created,  designated  as  Section 
VI — Purchases  and  Stores,  thereby  recognizing  the  service  of  sup- 
ply as  an  independent  department  and  giving  it  a  status  and  pres- 
tige greatly  in  the  interest  of  efficient  railroad  management. 
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Strengthening  the  Precedent  for  a  Systematic  and  Uniform  Organi- 
zation for  the  Custody  of  Materials  and  Supplies. 

The  Purchasing  Division  rendered  another  valuable  service  to 
railroad  management  by  developing  a  precedent  for  a  clear-cut  and 
uniform  organization  for  the  custody  of  materials  and  supplies. 

At  the  beginning  of  Federal  Control  a  few  of  the  best  managed 
railroad  systems  had  already  adopted  an  effective  organization  for 
controlling  their  very  heavy  investment  in  materials  and  supplies. 
But  in  a  majority  of  cases  there  was  no  uniform  or  systematic  way 
of  protecting  this  large  investment.  Many  of  the  railroads  had  a 
Stores  Department  and  many  others  had  not.  In  some  cases  it  was 
under  the  direction  of  the  purchasing  agent;  in  others  the  general 
storekeej^er  reported  to  the  general  manager,  and  the  local  store- 
keepers to  the  master  mechanic  or  division  superintendent.  In  one 
instance  the  storekeeper  reported  to  the  president  and  in  another  to 
the  auditor.  Still  others  had  no  organization,  the  control  of  the  mate- 
rial being  left  to  the  division  superintendents,  master  mechanics  and 
engineers.  There  was  no  uniform  method  of  accounting  for  the  mate- 
rial, although  the  expenditure  for  material  was  the  equivalent  of 
about  35  per  cent  of  the  annual  operating  revenues. 

The  decision  was  reached  in  October,  1918,  to  adopt  the  organiza- 
tion and  methods  which  had  already  proved  their  superiority  in  ac- 
tual practice  and  to  place  the  supervision  of  the  custody  of  materials 
and  supplies  under  the  jurisdiction  of  the  Purchasing  Division.  It 
was  found  to  be  necessary  to  install  a  uniform  method  of  accounting 
for  material. 

The  Stores  Section  of  the  Purchasing  Division  followed  this  mat- 
ter up  with  great  attention  and  became  convinced  by  numerous  com- 
parative studies  that  very  substantial  savings  in  investment  were 
shown  by  those  railroads  having  the  most  completely  and  soundly 
organized  departments  for  the  custody  of  material.  Frequently  sub- 
stantial opposition  was  encountered  on  railroads  having  less  well 
organized  services  of  this  character  and  showing  as  a  consequence 
less  economy  in  the  investment  in  material  and  in  the  handling 
thereof.  It  is  believed,  however,  that  the  steps  thus  taken  constitute 
a  distinctly  valuable  precedent  which  can  be  consulted  with  advan- 
tage by  railroad  organizations  which  have  not  yet  put  their  stores 
organization  on  the  most  approved  basis. 
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Distribution  of  Coal  in  the  Bituminous  Coal  Strike,  November  and 

December,  1919. 

The  Division  of  Purchases  rendered  an  extremely  important  pub- 
lic service  in  November  and  December,  1919,  by  assuming  and  dis- 
charging the  responsibility  for  the  allocation  of  the  coal  supply 
during  the  virtually  nation-wide  bituminous  coal  strike  which  was 
called  on  November  1, 1919,  by  the  United  Mine  Workers  and  which 
stopped  practically  all  production  of  bituminous  coal  in  the  Central 
competitive  district  embracing  western  Pennsylvania,  Ohio,  Indiana 
and  Illinois,  as  well  as  the  smaller  districts  of  the  Middle  West, 
particularly  in  Iowa,  Missouri,  Kansas  and  Oklahoma. 

When  it  became  evident  that  this  strike  was  inevitable,  the  Di- 
rector General  of  Railroads  offered  his  organization  as  a  means  of 
administering  orders  which  the  Fuel  Administrator,  whose  organiza- 
tion had  been  disbanded,  might  make  relating  to  prices  and  distribu- 
tion of  bituminous  coal.  On  October  30  the  President  restored  the 
orders  of  the  Fuel  Administration  relating  to  prices  and  distribution 
of  bituminous  coal,  and  the  Director  General  of  Railroads  was  desig- 
nated by  the  Fuel  Administrator,  whose  organization  had  been  com- 
pletely disbanded,  as  his  representative  to  carry  these  orders  into 
effect.  This  work  was  placed  in  the  hands  of  a  Central  Coal  Commit- 
tee which  consisted  of  the  Director  of  Purchases,  and  three  other 
members  of  his  staff,  and  representatives  from  the  Divisions  of 
Operation,  Traffic  and  Law,  and  the  Fuel  Administration  and  the 
United  States  Shipping  Board.  The  details  of  the  work  were  carried 
on  by  the  Division  of  Purchases.  Regional  and  district  committees 
were  created  in  all  sections  of  the  country  to  handle  the  details  of  the 
work  under  the  direction  of  the  Central  Coal  Committee,  and  at  mid- 
night on  October  31  the  Railroad  Administration,  through  this 
committee,  took  and  held  all  of  the  bituminous  coal  then  in  its 
possession  as  a  common  carrier  and  thereafter  actively  directed  the 
distribution  of  the  entire  supply  to  all  essential  consumers,  in  ac- 
cordance with  the  priority  orders  of  the  Fuel  Administration.  This 
included  shipments  for  export  which  were  controlled  through  the 
period  of  the  strike  by  a  system  of  permits. 

The  distribution  of  the  coal  supply  involved  ascertaining  the  needs 
of  the  various  parts  of  the  country  and  devising  a  means  to  meet 
them,  and  also  of  protecting  the  payments  for  shipments  which  were 
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diverted  from  their  original  channels.  It  necessitated  the  transporta- 
tion of  extraordinary  amounts  of  coal  from  mines  continuing  at 
work  in  Pennsylvania  and  West  Virginia  to  new  and  distant  destina- 
tions in  the  west  and  south. 

As  the  reserve  supply  was  gradually  reduced,  and  the  needs  of 
essential  consumers  became  more  urgent,  it  was  necessary  to  place 
stringent  restrictions  on  non-essential  use  of  coal.  It  even  became 
necessary  to  make  general  and  radical  reductions  in  passenger  train 
service  on  all  railroads.  By  such  expedients  the  available  supply  was 
so  conserved  and  distributed  that  the  emergency  needs  of  all  essential 
consumers  were  provided  for  during  the  six  weeks  of  the  strike,  al- 
though much  difficulty  was  experienced  in  supplying  some  of  the  non- 
essential industries,  and  some  had  to  suspend  operation  during  the 
latter  part  of  the  strike. 

The  diversion  of  numberless  shipments  which  was  necessary  to 
secure  an  equitable  distribution  unavoidably  resulted  in  confusion 
and  delay  in  making  payment  for  coal,  owing  to  the  difficulty  of 
identifying  the  rightful  payee.  In  spite  of  all  practicable  precau- 
tions, there  were  many  vexatious  delays.  These,  however,  were  un- 
avoidable in  a  situation  of  such  extraordinary  complication  which 
had  to  be  met  by  measures  formulated  almost  overnight.  A  great 
public  benefit  was  rendered  by  the  arduous  work  performed  by  the 
Railroad  Administration's  organization,  the  only  one  in  existence 
which  was  in  position  to  function  on  short  notice  and  with  the  mini- 
mum of  delay. 


CHAPTER  IX 


RELATIONS  OF  THE  RAILROAD  ADMINISTRATION 
WITH  THE  PUBLIC 

Even  during  the  period  of  hostilities,  when  all  other  considerations 
had  to  be  subordinated  to  winning  the  War,  solicitude  was  felt  for 
the  public  service  aspect  of  railroad  operation.  The  formal  an- 
nouncement of  the  Director  General's  staff  b}r  Circular  No.  1  on 
February  9,  1918,  showed  the  formation  of  the  Division  of  Public 
Service  and  Accounting  and  designated  as  the  Director  of  that  Divi- 
sion Charles  A.  Prouty  of  Vermont,  who  had  had  a  distinguished 
career  as  a  member  of  the  Interstate  Commerce  Commission  for 
seventeen  years,  and  thereafter  had  been  Director  of  its  Bureau 
of  Valuation  for  four  years.  He  was  a  man  of  ability  and  foresight, 
with  a  very  keen  interest,  even  during  the  war  period,  in  matters 
affecting  the  normal  rights  of  the  traveling  and  shipping  public. 

After  the  Armistice,  and  during  the  provisional  period  in  which 
the  Railroad  Administration  held  the  railroads  pending  the  com- 
pletion of  legislation  for  their  being  turned  back  to  their  owners, 
the  Railroad  Administration  could  and  did  seek  to  diminish  restric- 
tions which  had  arisen  from  war  necessities  and  to  promote  the  pub- 
lic convenience  to  the  greatest  extent  then  practicable. 

On  February  1,  1919,  with  a  view  to  expanding  the  activities  in 
behalf  of  the  public,  the  Division  of  Public  Service  and  Accounting 
was  divided  into  the  Division  of  Accounts  of  which  Mr.  Prouty  con- 
tinued for  the  time  being  as  Director,  and  the  Division  of  Public 
Service  of  which  Max  Thelen  was  appointed  Director.  He  had  shown 
marked  ability  and  vigilance  as  a  member  and  afterwards  Chairman 
of  the  California  Railroad  Commission,  and  also  as  President  of  the 
National  Association  of  Railway  Commissioners. 

Throughout  the  period  of  Federal  Control  the  interests  of  the 
public  service  were  aided  by  the  fact  that  Edward  Chambers  was 
the  Director  of  the  Division  of  Traffic  which  was  so  intimately  in- 
volved in  matters  affecting  the  interests  of  shippers.  Mr.  Chambers, 
for  many  years  before  Federal  Control  and  for  many  years  after  its 
termination,  and  until  his  death  on  February  11,  1927,  was  Traffic 
Vice-President  of  the  Atchison,  Topeka  &  Santa  Fe  Railway  Com- 
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pany.  In  matters  affecting  rates,  classifications  and  other  subjects 
pertaining  to  traffic  problems,  both  as  to  passenger  and  freight  busi- 
ness, Mr.  Prouty  and  Mr.  Chambers,  and,  afterwards,  Mr.  Thelen 
and  Mr.  Chambers,  worked  in  the  closest  cooperation. 

The  Division  of  Operation  also  worked  with  a  clear  appreciation 
of  the  importance  of  meeting  the  public  convenience  as  far  as  prac- 
ticable, and,  especially  after  the  Armistice,  was  able  to  shape  its 
course  so  as  to  promote  the  objectives  of  the  Division  of  Public 
Service.  Prior  to  the  Armistice  there  was  but  little  room  for  pro- 
moting the  public  convenience,  since  the  paramount  motive  was  to 
move  traffic  to  meet  war  needs.  Illustrations  of  this  were  the  taking 
off  of  many  passenger  trains  and  the  restrictions  on  non-war  traffic 
such  as  materials  for  building  highways. 

Especially  after  the  reorganization  of  the  Division  of  Public  Serv- 
ice on  Februar}'  1, 1919,  when  the  absence  of  war  requirements  made 
it  practicable  to  do  so,  it  was  the  policy  of  the  Railroad  Administra- 
tion that  the  public  interest  must  be  kept  steadily  in  mind  in  steps 
taken  affecting  transportation,  and  to  insure  the  realization  of  this 
view,  it  was  understood  that  the  Division  of  Public  Service  must  be 
consulted  on  matters  affecting  the  public  interest  in  a  substantial 
way.  It  was  likewise  the  policy  of  the  Railroad  Administration  to 
avail  itself  of  every  reasonable  opportunity  to  hear  and  consider 
the  points  of  view  of  the  public  through  the  Interstate  Commerce 
Commission  and  the  State  Commissions,  and  the  numerous  com- 
mercial and  shipping  organizations  throughout  the  country.  These 
policies  and  the  results  may  be  illustrated  by  referring  to  some  of 
the  leading  activities  affecting  the  public  interest. 

Rates. 

Beginning  with  the  post-armistice  reorganization  in  1919,  no 
adjustment  of  rates  could  be  made  by  the  Division  of  Traffic  without 
notice  to,  and  acquiescence  of,  the  Division  of  Public  Service.  In 
event  of  disagreement  between  those  Divisions,  the  matter  was  re- 
ferred to  the  Director  General  and  decided  by  him.  As  to  important 
matters  concerning  rates  it  was  the  desire  and  practice  of  the  Divi- 
sions of  Traffic  and  of  Public  Service  to  consult  with  the  Interstate 
Commerce  Commission.  Among  the  important  matters  as  to  which  the 
Railroad  Administration  asked  and  followed  the  advice  of  the  Inter- 
state Commerce  Commission  were  the  following :  Consolidated  Classi- 


ADMINISTRATION  AND  THE  PUBLIC 


87 


fication ;  Perishable  Freight  Tariff  No.  1 ;  Illinois  Classification ; 
rates  on  ex-lake  coal ;  class  rates  from  Central  Freight  Association 
Territory  to  the  Southeast ;  and  rates  on  Northwestern  grain. 

In  1918,  in  order  to  bring  about  greater  efficiency  as  well  as 
expedition  in  the  method  of  handling  changes  of  rates,  general  and 
district  freight  traffic  committees  were  appointed  and  the  innovation 
was  adopted  of  having  upon  each  of  these  committees  one  or  two 
members  selected,  with  the  approval  of  the  Public  Service  Director, 
by  the  general  business  interests  of  the  section  over  which  such  com- 
mittee had  jurisdiction.  The  shippers'  members  participated  actively 
in  the  work  of  their  respective  committees.  There  were  thirty-three 
of  these  committees.  In  February,  1919,  additional  shippers'  repre- 
sentatives were  placed  upon  these  committees  so  that  there  was  an 
equal  representation  of  the  railroad  management  and  of  the  shipping 
interests.  Changes  in  freight  rates  were  referred  to  the  appropriate 
freight  traffic  committee,  and  public  hearing  was  held  and  thereafter 
the  committees'  recommendations  were  forwarded  to  the  Directors  of 
Traffic  and  Public  Service  in  Washington  either  directly  from  a 
general  committee  or  through  the  general  committee,  if  from  a  dis- 
trict committee.  It  was  the  earnest  effort  of  the  Divisions  of  Traffic 
and  Public  Service,  particularly  in  1919,  when  the  post-armistice 
conditions  made  it  more  feasible,  to  secure  the  promptest  practicable 
disposition  of  petitions  for  freight-rate  changes.  By  the  beginning  of 
July,  1919,  new  methods  of  expediting  these  petitions  were  made 
effective.  As  a  result,  in  the  months  July  to  November,  both  inclusive, 
the  average  time  for  the  consideration  of  these  applications  by  the 
freight  traffic  committees  was  less  than  two  months  and  the  average 
time  of  their  pendency  before  the  Divisions  of  Traffic  and  Public 
Service  in  Washington  was  less  than  fourteen  days. 

Service,  Freight  and  Passenger. 

One  of  the  important  functions  of  the  Division  of  Public  Service 
was  to  consider  whether  the  transportation  service  was  reasonably 
meeting  the  demands  of  the  public.  The  Division  entertained  a  great 
many  complaints  bearing  on  this  subject,  made  appropriate  investi- 
gations, frequently  seeking  the  cooperation  of  the  Stale  Railroad 
Commissions,  and  then,  in  conjunction  with  the  Divisions  of  Opera- 
tion and  Traffic,  such  adjustments  were  made  as  seemed  to  be  war- 
ranted. Examples  of  matters  of  this  character  were  restoration  of 
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passenger  service  which  had  been  suspended  during  hostilities,  re- 
adjustments of  passenger  train  schedules,  improvement  in  facilities 
afforded  at  passenger  stations,  putting  on  additional  freight  trains, 
relieving,  if  possible,  discrimination  in  distribution  of  cars  in  time 
of  car  shortage,  revision  of  the  "sailing  day  plan"  (adopted  in  1918 
to  concentrate  the  movement  of  less-than-carload  freight  on  the 
shortest  and  most  economical  routes),  so  as  to  give  more  frequent 
service. 

In  order  to  expedite  the  movement  in  important  terminals,  secure 
heavier  loading  of  equipment  and  increase  freight  car  efficiency,  spe- 
cial terminal  committees  were  created  in  seventy-three  cities  in  Sep- 
tember, 1919.  These  committees  investigated  and  dealt  with  such 
subjects  as  adequacy  or  inadequacy  of  switching  locomotives,  delays 
in  handling  cars,  non-repair  of  bad  order  cars,  and  failure  to  load 
cars  to  their  full  capacity.  Each  of  these  terminal  committees  con- 
sisted of  a  number  of  local  representatives  of  the  Railroad  Admin- 
istration and  one  representative  of  the  shippers  appointed  by  the 
Division  of  Public  Service  on  the  recommendation  of  shippers'  or- 
ganizations. Valuable  results  were  accomplished  by  these  committees, 
including  that  of  giving  the  shippers  themselves,  through  their  rep- 
resentatives, a  clearer  understanding  of  the  practical  operating 
necessities  of  the  situation.1 

In  1919,  when  the  war  exigencies  no  longer  prevented  it,  special 
efforts  were  made  by  the  Railroad  Administration  to  diminish  the 
discomforts  of  passenger  travel  as  far  as  practicable,  and  the  Divi- 
sions of  Operation,  Traffic  and  Public  Service  cooperated  heartily 
to  that  end.  There  were,  however,  severe  limitations  on  what  was 
practicable,  because  it  had  not  been  possible  (for  reasons  dealt  with 
in  Chapter  XII  on  Capital  Expenditures,  Finance  and  Accounting) 
to  increase  the  amount  of  passenger  equipment,  either  coaches,  din- 
ing cars  or  sleeping  cars,  and  nevertheless  there  had  been  an  enor- 
mous increase  in  passenger  travel. 

1  Since  the  return  of  the  railroads  to  private  control,  the  railroad  companies 
have  developed  a  very  important  and  valuable  contact  with  the  shippers 
through  a  series  of  regional  committees  throughout  the  country.  At  the  meet- 
ings of  these  committees  on  which  both  the  railroads  and  the  shippers  are  rep- 
resented, the  needs  of  the  shippers  and  the  ability  of  the  railroads  to  supply 
those  needs  are  discussed  and  efficiency  as  well  as  knowledge  and  understand- 
ing are  thereby  promoted. 
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During  the  War  numerous  passenger  trains  were  removed,  largely 
because  of  the  necessity  for  making  passenger  train  equipment  avail- 
able for  the  movement  of  troops,  but  beginning  with  the  signing  of 
the  Armistice  and  continuing  throughout  the  year  1919  much  of  the 
passenger  service  so  curtailed  was  reestablished.  Some  passenger 
trains  were  reinstated  even  though  it  was  reasonably  certain  that 
they  would  be  operated  at  a  loss,  for  the  reason  that  it  was  clear  the 
existing  service  did  not  reach  the  minimum  to  which  the  public  was 
reasonably  entitled.  In  the  western  part  of  the  country  passenger 
train  mileage  added  was  in  excess  of  the  passenger  train  mileage 
canceled  during  the  War.  For  the  country  as  a  whole,  out  of  a  total 
of  67,290,562  passenger  train  miles,  on  an  annual  basis,  eliminated 
in  1918,  11,461,758  miles,  on  an  annual  basis,  were  restored  during 
1919. 

In  addition,  some  of  the  limited  trains  were  restored  to  their  for- 
mer schedules,  a  number  of  observation  car  services  which  were  can- 
celed during  the  War  were  put  back  into  service  and  some  additional 
sleeping  car  lines  were  inaugurated.  A  constant  and  successful  effort 
was  also  made  throughout  the  year  to  improve  connections  between 
passenger  trains  at  interior  junctions. 

Persistent  efforts  were  made  to  reduce  the  proportion  of  delayed 
trains  and,  despite  the  fact  that  heavier  trains  had  to  be  hauled  in 
order  to  accommodate  the  travel,  the  records  indicated  that  on  the 
average  the  percentage  of  trains  on  time  and  making  up  time  was  as 
good  as  in  the  pre-war  period  when  travel  was  more  normal,  and  on 
some  important  lines  was  considerably  better. 

There  having  been  no  increase  in  the  number  of  dining  cars  during 
Federal  Control,  the  great  increase  in  the  number  of  passengers 
necessarily  impaired  the  dining  car  service.  Ford  Harvey,  the  head 
of  the  Harvey  hotel  and  dining  car  system  on  the  Atchison,  Topeka 
&  Santa  Fe  Railway,  was  invited  to  Washington  to  act  as  the  head  of 
an  advisory  board  to  devise  the  best  means  of  coping  with  this  diffi- 
culty, and  the  advice  and  suggestions  of  the  board  so  organized  were 
relied  upon  and  adopted  as  far  as  practicable. 

Suggestions  and  Complaints. 

The  Bureau  for  Suggestions  and  Complaints  was  established  in 
the  summer  of  1918  and  was  put  in  charge  of  Mr.  Theodore  H. 
Price.  After  his  resignation  this  bureau  was  on  February  1,  1919, 
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made  a  part  of  the  Division  of  Public  Service.  The  function  of  the 
Bureau  was  to  invite  and  receive  complaints,  commendations  and 
suggestions. 

The  letters  received  by  the  Bureau  covered  almost  every  branch 
of  railroad  service,  in  connection  with  the  transportation  of  passen- 
gers, freight  and  express.  The  number  of  initial  letters  received 
varied  from  a  maximum  of  3,702  in  September,  1918,  to  691  in  No- 
vember, 1919.  The  falling  off  in  the  number  of  these  letters  was  due 
to  a  combination  of  causes,  including  (a)  the  wearing  off  of  the 
novelty  of  the  Bureau,  (b)  the  improved  service,  both  freight  and 
passenger  and  (c)  the  fact  that  the  rapidly  nearing  termination 
of  Federal  Control  steadily  diminished  its  ability  to  be  helpful  con- 
cerning suggestions  for  the  future. 

Relationships  with  State  Railroad  Commissions. 

The  relationship  of  the  State  railroad  commissions  (or  public 
service  or  utility  commissions  as  they  are  frequently  designated) 
with  the  Railroad  Administration  was  a  matter  of  importance  and 
delicacy.  Prior  to  Federal  Control  these  State  commissions  had  and 
exercised  extensive  authority  over  the  intrastate  rates  and  intrastate 
service  of  the  railroad  companies.  This  authority  was  beyond  the 
control  of  the  Federal  Government  except  in  cases  where  it  could  be 
shown  that  the  action  of  the  State  body  violated  some  provision  of 
the  Federal  Constitution  or  statutes  made  in  pursuance  thereof.  For 
practical  purposes  the  actions  of  the  State  commissions  were  gen- 
erally free  from  any  interference  by  Federal  authority  except  in 
cases  where  the  courts  might  hold  that  such  actions  operated  to  de- 
prive the  carriers  of  their  property  without  due  process  of  law,  or 
where  the  Interstate  Commerce  Commission  might  hold  that  the  rates 
prescribed  by  State  authority,  though  confined  to  traffic  between 
points  in  that  State,  nevertheless  operated  to  create  an  undue  preju- 
dice as  to  interstate  traffic  having  some  important  relationship  to 
the  intrastate  traffic. 

With  only  such  limited  opportunities  of  Federal  interference,  it 
followed  that  the  State  commissions  had  very  independent  authority 
and  naturally  were  jealous  of  any  encroachment  upon  it.  When 
the  Federal  Government  took  possession  and  control  of  the  railroads 
as  a  war  measure,  it  was  evident  that  it  could  not  be  subject,  except 
so  far  as  it  chose  to  be,  to  any  manner  of  control  by  State  commis- 
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sions  even  as  to  intrastate  rates  or  service.  The  exigencies  and  pres- 
sure during  the  period  of  hostilities  were  such  that  there  was  not 
satisfactory  opportunity  for  the  Railroad  Administration  even  to 
look  to  the  State  commissions  for  advice.  For  example,  in  the  general 
rate  advance  in  May,  1918,  the  Railroad  Administration  did  not 
consult  the  State  commissions  in  advance  at  all,  but  upon  issuing  the 
order  explained  to  them  the  necessities  of  the  situation  and  the  rea- 
sons why  consultation  in  advance  was  not  feasible. 

After  the  Armistice  the  State  commissions  became  quite  insistent 
that  they  were  entitled  to  be  consulted,  and  further  urged  that  they 
had  the  constitutional  power  to  control  matters  of  intrastate  rates 
and  service  even  though  the  railroads  were  being  operated  bv  the 
Government.  In  the  early  part  of  1919,  acting  through  and  upon 
the  advice  of  the  Director  of  the  Division  of  Public  Service,  the 
Director  General,  believing  the  public  interest  would  be  greatly  pro- 
moted by  getting  the  advice  and  cooperation  of  the  State  commis- 
sions, whose  members  were  so  well  acquainted  with  local  needs,  took 
steps  to  promote  close  cooperation  with  the  State  commissions.  After 
conference  with  the  representatives  of  the  State  commissions,  General 
Order  No.  58  was  issued.  By  this  order  the  Director  General,  in  effect, 
subjected  the  Railroad  Administration  to  the  regulations  of  the 
states  and  their  commissions  in  such  local  matters  as  spur  tracks, 
railroad  crossings,  and  station  facilities,  and  the  Director  General 
directed  the  officers  and  employees  of  the  Railroad  Administration 
to  recognize  the  jurisdiction  of  the  State  commissions  and  to  co- 
operate with  them,  and  declared  it  to  be  his  policy  to  cause  the  orders 
of  the  State  commissions  in  these  matters  to  be  carried  out.  The  Di- 
rector General,  however,  was  unwilling  to  accord  to  the  State  com- 
missions jurisdiction  over  intrastate  rates,  but  agreed  to  expedite  in 
every  way  a  final  decision  of  this  question.  Under  this  policy  the 
Railroad  Administration  and  nearly  all  the  State  commissions  worked 
together  in  the  utmost  harmony.  The  State  commissions  and  other 
local  authorities  displayed  great  forbearance  in  calling  for  local 
public  improvements  which  would  involve  substantial  capital  ex- 
penditures. The  disputed  question  as  to  jurisdiction  over  intrastate 
rates  was  settled  in  the  North  Dakota  rate  case  on  June  2,  1919,2 
by  the  Supreme  Court  of  the  United  States  which  upheld  the  Di- 
rector General's  contention  that  intrastate  rates  prescribed  by  the 

2  Northern  Pacific  Ry.  Co.,  v.  North  Dakota,  250  U.S.  135. 
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Federal  Government  could  not  be  modified  or  affected  by  State  au- 
thority. Nevertheless,  the  Railroad  Administration  continued  to  seek 
the  advice  and  suggestions  of  affected  State  commissions  before  au- 
thorizing rate  changes  of  importance.  The  advice  of  the  State  com- 
missions was  generally  helpful  and  there  were  few  cases  in  which  the 
final  action  of  the  Railroad  Administration  failed  to  harmonize  with 
such  advice. 

Freight  Claims. 

Strong  effort  was  made  by  the  Railroad  Administration  to  im- 
prove the  situation  as  to  freight  claims.  Early  in  1919  the  Director 
General  appointed  a  committee  under  the  chairmanship  of  Director 
Thelen  with  members  from  the  Divisions  of  Operation,  Accounting, 
Law  and  Traffic,  to  find  ways  to  expedite  the  disposition  of  claims  for 
overcharges  and  for  loss  and  damage  to  freight,  and  also  to  consider 
means  of  diminishing  the  causes  for  such  claims.  The  matter  was 
taken  up  actively  with  the  Divisional  and  Regional  Directors  and 
Federal  Managers.  The  total  number  of  loss  and  damage  claims  on 
hand  unsettled  was  reduced  about  48  per  cent  from  March  1  to 
November  1,  1919.  The  number  of  unpaid  overcharge  claims  more 
than  90  days  old  was  reduced  by  80  per  cent  between  January  31  and 
September*30, 1919. 


CHAPTER  X 


GOVERNMENT'S  CONTRACT  RELATIONS  WITH 
CARRIER  CORPORATIONS 

It  will  promote  a  clearer  understanding  of  the  chapters  immediately 
following  to  discuss  at  this  point  the  relations  between  the  Govern- 
ment and  carrier  corporations. 

Contract  Relations  with  Corporations  Whose  Properties  Were  Taken 
Over  and  Directly  Operated. 

The  Government  took  over  railroad  and  other  carrier  properties 
for  war  purposes  on  the  theory,  of  course,  that  the  owning  corpora- 
tions would  be  reasonably  compensated  for  the  use  of  their  properties 
and  that  proper  maintenance  would  be  put  upon  the  properties  or 
accounted  for.  While  the  rights  of  the  owners  might  have  been  as- 
serted in  and  protected  by  the  courts  in  the  absence  of  any  formal 
contract,  it  was  generally  recognized  that  it  would  be  in  the  interest 
of  all  concerned  to  define  the  rights  and  obligations  of  the  Govern- 
ment and  of  the  respective  owning  corporations  by  written  contracts. 
Express  authority  to  that  end  was  given  the  President  by  the  Fed- 
eral Control  Act  of  March  21,  1918. 

The  problem  presented  was  without  precedent  in  the  magnitude  of 
the  transactions  or  in  the  character  of  the  questions.  The  properties 
taken  over  comprised  (with  the  exception  of  short-line  railroads) 
practically  all  of  the  railroad  mileage  of  the  United  States.  There 
were  532  properties  taken  over  and  actually  operated  with  a  total 
trackage,  including  main  line,  passing  tracks,  switch  yards  and  ter- 
minals, of  366,197  miles,  together  with  all  of  the  bridges,  buildings, 
stations,  roundhouses,  shops  and  other  appurtenances  connected  with 
the  operation  of  the  property  taken  over,  and  materials  and  supplies 
in  excess  of  $532,000,000. 

On  January  1,  1918,  the  freight  cars  in  service  and  taken  over 
aggregated  2,408,518,  the  locomotives  66,070  and  the  passenger 
cars  about  55,939. 

The  railroad  properties  taken  over  had  a  book  value  as  of  Decem- 
ber 31, 1917,  of  approximately  $18,000,000,000. 
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In  addition,  there  were  taken  over  the  Pullman  Company  sleeping 
and  parlor  car  lines,  the  Cape  Cod  Canal,  and  the  Delaware  &  Rari- 
tan  Canal  (the  latter  a  subsidiary  of  the  Pennsylvania  Railroad 
Company),  about  25  coastwise  and  Great  Lakes  steamship  lines, 
docks,  wharves  and  floating  equipment  used  in  harbors  by  railroads, 
sundry  private  car  lines,  grain  elevators  owned  and  operated  by 
railroads,  sundry  electrically  operated  lines  and  three  waterworks 
companies  owned  and  operated  by  railroads,  which,  in  addition  to 
furnishing  water  to  the  railroads,  furnished  water  to  municipalities. 

The  general  problems  involved  in  formulating  contracts  for  the 
properties  taken  over  will  be  sufficiently  indicated  by  outlining  the 
most  important  of  those  problems  and  showing  how  they  were  dealt 
with  in  the  case  of  the  railroad  systems  of  the  country. 

Compensation  To  Be  Paid  Carriers. 

The  Federal  Control  Act,  following  the  principle  indicated  in 
the  President's  Proclamation,  authorized  the  President  to  agree  with 
any  carrier  making  operating  returns  to  the  Interstate  Commerce 
Commission  to  pay  compensation  on  an  annual  basis  not  exceeding 
the  carrier's  average  annual  railway  operating  income  for  the  three 
years  ending  June  30,  1917.  Such  three-year  period  was  known  as 
the  "test  period"  and  such  average  annual  income  was  known  as  the 
"standard  return." 

The  Federal  Control  Act  authorized  the  President  to  agree  with 
the  carrier  upon  compensation  in  addition  to  the  standard  return, 
where  he  believed  the  basis  of  the  standard  return  was  plainly  in- 
equitable, due  to  exceptional  conditions  during  the  test  period.  Nu- 
merous applications  were  made  by  carriers  for  substantial  increases 
in  compensation  on  the  ground  that  alleged  exceptional  conditions 
during  the  test  period  made  the  standard  return  plainly  inequi- 
table, but  after  careful  analysis  these  claims  were  disallowed  in  large 
part.  The  additional  compensation  allowed  was  less  than  3  per  cent 
of  the  aggregate  standard  return.1  The  Federal  Control  Act  pro- 
vided for  carrying  cases  of  disagreement  before  boards  of  referees 
appointed  by  the  Interstate  Commerce  Commission  and,  if  necessary, 
before  the  Court  of  Claims.  While  some  proceedings  of  this  character 
were  started  they  were  not  carried  to  a  conclusion  and  all  claims  by 

1  See  Director  General  Davis'  Report  for  192-i,  pp.  7  and  65. 
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railroad  companies  for  increased  compensation  were  eventually  set- 
tled by  agreement  with  the  Director  General  representing  the  Presi- 
dent.2 

While  in  theory  the  carrier  had  the  conceded  right  to  take  the 
entire  question  of  compensation  to  the  courts  for  a  decision,  it  was 
generally  recognized  that  the  statutory  basis  of  the  standard  return 
was  the  fairest  and  most  practicable  plan  for  arriving  at  a  reasonable 
result.  It  was  the  rule  adopted  by  the  Government,  and  acquiesced 
in  bv  the  carriers,  not  only  by  those  making  contracts  but  also  by 
those  not  making  contracts,  excepting  only  in  a  comparatively  few 
cases  where  compensation  in  addition  to  the  standard  return  was 
agreed  to  as  above  explained. 

As  a  result  of  the  adoption  of  the  basis  above  outlined,  the  Gov- 
ernment accounted  for  compensation  for  the  railroad  properties 
taken  over  in  the  sum  of  $2,036,400,000,  or  at  the  rate  of  $940,- 
000,000  per  year  for  the  period  of  Federal  Control. 


The  Standard  Contract. 

Immediately  following  the  passage  of  the  Federal  Control  Act, 
negotiations  began  between  the  representatives  of  the  Railroad  Ad- 
ministration and  the  representatives  of  the  railroad  companies  for  a 
standard  form  of  contract  clause  to  be  used  as  the  basis  for  indi- 
vidual contracts  with  the  railroads.  The  Director  General  appointed 
as  a  committee  to  represent  the  Government  the  following : 

John  Barton  Payne,  General  Counsel, 
Nathan  Matthews,  Special  Counsel, 

C.  A.  Prouty,  Director  of  the  Division  of  Public  Service ; 
and  Interstate  Commerce  Commissioners, 

E.  E.  Clark,  H.  C.  Hall, 

B.  H.  Meyer,  G.  W.  Anderson. 

Months  of  negotiation,  proposals  and  counter-proposals,  and  ex- 
tended discussions  and  arguments  ensued.  After  the  committee  rep- 
resenting the  Director  General  had  agreed  as  far  as  practicable  with 
the  committees  representing  the  railroad  companies  and  their  se- 

2  Director  General  Davis'  Report  for  1924  shows  that  as  to  the  claims  of 
the  Denver  &  Salt  Lake  and  an  affiliated  terminal  company,  final  settlement 
would  have  to  await  winding  up  of  receivership  then  pending. 
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curity  holders,  the  latter  carried  numerous  questions  to  Director 
General  McAdoo  for  his  personal  consideration.  Upon  his  decision 
being  made,  a  final  agreement  was  reached  and  the  form  of  standard 
contract  clauses  as  finally  agreed  upon  was  announced  September  5, 
1918.  By  this  procedure,  the  Railroad  Administration  became  prac- 
tically bound  to  accept  these  clauses  in  every  case,  but  a  railroad 
company  was  not  compelled  to  make  a  contract,  and  had  the  option 
to  refrain  from  doing  so  if  it  preferred  to  rely  upon  its  statutory 
and  constitutional  rights  independent  of  a  contract. 

The  form  of  Standard  Contract  containing  these  standard  clauses 
is  shown  in  the  appendix  to  this  chapter.  The  general  framework  of 
this  form  was  as  follows : 

Section  1  consisted  of  definitions  and  other  introductory  matter. 

Section  2  defined  the  property  taken  over,  and,  generally  speaking, 
provided  for  the  taking  over  of  all  property  whose  net  earnings  had 
gone  into  producing  the  standard  return  during  the  test  period. 

Section  3  contained  the  company's  declaration  of  its  acceptance  of 
the  Federal  Control  Act  and  of  the  orders  thereunder,  and  its  accept- 
ance of  the  covenants  of  the  Director  General  as  full  satisfaction  for 
the  use  and  possession  of  the  property  taken  over  and  for  damages  on 
account  of  diversion  of  traffic. 

Section  4  contained  extensive  provisions  for  dealing  with  cash  received 
and  expenses  paid,  after  the  beginning  of  Federal  Control,  for  railroad 
account  prior  to  Federal  Control ;  provided  for  the  allocation  of  reve- 
nues as  of  the  beginning  and  as  of  the  end  of  Federal  Control ;  provided 
for  allowance  by  the  Government  of  interest  on  improvements  added 
during  Federal  Control ;  required  the  corporations  to  pay  salaries  and 
other  expenses  incident  to  corporate  management  and  not  to  Federal 
Control ;  gave  the  Director  General  the  right  to  substitute  himself  at  his 
option  in  operating  the  contracts  held  by  the  carrier,  et  cetera. 

Section  5  dealt  with  maintenance,  overmaintenance,  loss  by  fire,  de- 
preciation on  additions  during  Federal  Control,  and  provided  that  dis- 
putes thereunder  should  be  referred  to  the  Interstate  Commerce  Com- 
mission for  final  decision,  except  that  questions  of  law  might  be  taken 
to  the  courts. 

Section  6  dealt  with  taxes. 

Section  7  dealt  with  compensation,  and  dealt  at  length  with  the  ques- 
tion of  deductions  which  the  Government  might  make  from  the  compen- 
sation due  the  carrier  in  order  to  meet  obligations  of  the  carrier  to  the 
Government,  and  also  subjected  to  the  approval  of  the  Director  Gen- 
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eral  issues  of  securities  and  other  corporate  transactions  affecting  the 
property  under  Federal  Control. 

Section  8  dealt  with  claims  on  behalf  of  the  carrier  for  losses  incurred 
by  it  by  reason  of  the  making  of  additions  and  betterments  during 
Federal  Control. 

Section  9  dealt  with  final  accounting. 

Some  of  the  most  important  questions  arising  in  the  course  of 
these  negotiations  were  the  following: 

Claims  for  Diversion  of  Traffic. 

Strong  opposition  was  offered  by  the  carriers  to  the  provision 
whereby,  in  consideration  of  the  compensation  paid,  the  carriers  were 
to  release  the  Government  from  any  claims  for  damage  on  account 
of  the  diversion  of  traffic  or  business  during  Federal  Control.  It  was 
urged  that  the  contract  ought  to  leave  this  question  open  for  the 
assertion  of  claims  by  the  carrier  at  the  end  of  Federal  Control. 
But  the  provision  was  retained,  the  Director  General  holding  that 
recognition  of  any  right  on  the  part  of  the  carrier  to  assert  such 
claims  would  be  unreasonable,  and  would  put  the  carriers  making 
contracts  in  better  position  than  those  not  making  contracts  and 
that,  besides,  the  Federal  Control  Act  contemplated  that  the  com- 
pensation fixed  in  a  contract  should  cover  all  damages  and  that  he 
had  no  authority  to  recognize  the  right  to  claim  additional  damages. 

Working  Cash  Capital. 

The  committee  representing  the  Director  General  claimed  that  the 
compensation  basis  on  the  standard  return  should  cover  the  necessary 
working  cash  capital  of  the  railroad  companies,  inasmuch  as  such 
working  capital  was  a  part  of  the  plant  which  had  earned  the  stand- 
ard return  during  the  test  period,  and  hence  the  Director  General 
would,  through  paying  compensation  based  on  the  standard  return, 
be  paying  compensation  for  the  use  of  the  working  cash  capital. 
This  position  was  objected  to  by  the  carriers  and  the  Director  Gen- 
eral waived  his  contention  and  allowed  the  contract  to  provide  in 
effect  that  the  railroads,  in  addition  to  the  compensation  based  on 
the  standard  return,  should  receive  interest  on  such  working  cash  as 
the  Director  General  might  receive  from  the  carriers. 
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Maintenance  and  Overmaintenance . 

There  was  great  contention  as  to  the  maintenance  provision.  The 
railroad  companies  sought  to  get  a  provision  which  would  make  the 
physical  condition  of  the  property  at  the  beginning  of  Federal  Con- 
trol the  governing  test  of  the  maintenance  for  which  the  Government 
would  be  liable.  The  Government  insisted  that  the  Director  General 
should  have  the  option  of  adopting  the  accounting  test,  that  is,  the 
average  annual  amount  of  maintenance  put  upon  the  particular 
property  by  the  owning  carrier  during  the  test  period  as  shown  by 
its  books,  with  allowance  for  difference  in  cost  of  materials  and 
labor  during  the  period  of  Federal  Control.  The  contract  as  finally 
formulated  provided  for  the  accounting  basis  as  an  alternative  basis 
which  the  Director  General  might  employ  at  his  option  instead  of 
being  confined  to  the  actual  physical  test.  The  railroad  companies 
also  sought  to  have  the  provision  contemplating  an  allowance  for 
difference  in  cost  of  materials  and  labor  expressed  in  such  manner 
as  to  enable  the  companies  to  claim  that  lower  efficiency  of  labor,  as 
well  as  higher  wages  of  labor,  should  be  considered.  The  Govern- 
ment refused  to  concede  this  claim.  Although  the  language  of  the 
upkeep  provision  was  not  entirely  free  from  ambiguity  on  the  two 
points  discussed  in  this  paragraph,  the  Interstate  Commerce  Com- 
mission adopted  a  view  consonant  with  the  Government's  conten- 
tions.3 Hence,  in  the  adjustments  made  with  the  carriers  after  the 
end  of  Federal  Control,  the  Government  enforced  its  contentions 
(1)  that  it  had  the  right  to  have  its  maintenance  obligations  tested 
by  the  accounting  method  and  (2)  that  the  speculative  question  of 
relative  efficiency  of  labor  should  not  be  taken  into  consideration. 

The  carriers  also  objected  strongly  to  the  contract  authorizing 
the  Director  General  to  charge  to  the  carrier  expenditures  made  for 
the  purpose  of  putting  the  property  in  better  condition  than  it  was 
at  the  beginning  of  Federal  Control.  The  Director  General  contended 
that  this  ought  to  be  done  and  at  the  expense  of  the  carrier,  if  the 
property  was  not  in  condition  for  safe  operation,  and  a  provision 
was  finally  inserted  on  this  point,  but  with  such  limitations  as  to  have 
only  a  slight  value  to  the  Government,  as  is  pointed  out  in  the  chapter 
on  Maintenance. 

3  Finance  Docket  No.  1176.  Maintenance  Expenses  under  Section  209,  70 
I.C.C.  115.  Finance  Docket  No.  2797.  Treatment  of  Salvage  Piecework  and 
Prices  under  Section  209,  82  I.C.C.  678. 
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Deductions  from  Compensation. 

The  carriers  were  greatly  concerned  to  guard  against  the  Gov- 
ernment making  too  great  deductions,  on  account  of  its  claims 
against  the  carriers,  from  the  rental  due  them.  After  prolonged 
dehate  and  negotiation  as  to  the  extent  of  the  safeguards  in  this 
respect,  section  7  of  the  contract  recognized  the  Government's  right 
to  deduct  from  installments  of  compensation  due  the  carrier  amounts 
due  by  the  carrier  for  expenditures  made  by  the  Government  on  the 
carriers'  behalf  for  additions  and  betterments  and  on  certain  other 
accounts,  but  it  was  stipulated  that  as  to  the  deductions  for  addi- 
tions and  betterments  and  for  expenditures  to  correct  undermain- 
tenance,  the  right  of  deduction  should  not  be  so  exercised  as  to  pre- 
vent the  carrier  meeting  its  reasonable  expenses  for  corporate 
organization  and  its  bond  interest  and  other  fixed  charges,  and  there 
were  certain  other  limitations  upon  deductions  as  will  appear  from 
section  7  of  the  contract  as  shown  in  the  appendix  to  this  chapter. 
The  section  further  declared  that  the  right  of  deduction  was  an 
emergency  power  to  be  used  only  when  the  Director  General  found 
no  other  reasonable  means  provided  by  the  company  to  reimburse 
the  Government,  and  that  it  would  be  the  policy  of  the  Director  Gen- 
eral so  to  use  such  power  of  deduction  as  not  to  interfere  necessarily 
with  the  regular  payment  of  dividends  as  made  by  the  carrier  during 
the  test  period. 

Corporate  Salaries  and  Other  Expenses. 

As  pointed  out  in  Chapter  III,  the  Director  General  decided  to 
separate  the  corporate  organizations  entirely  from  the  government 
operation  of  the  railroads.  Generally  speaking,  the  operating  and 
accounting  forces  were  taken  over  by  the  Government  for  the  pur- 
pose of  conducting  operations  and  the  officers  thus  taken  over  dis- 
associated themselves  from  the  carrier  corporations.  Many  of  the 
railroad  presidents  resigned  as  such  and  served  the  Railroad  Ad- 
ministration on  the  Central  Organization  or  as  Regional  Directors 
or  Federal  Managers.  But  many  other  presidents  already  in  office 
remained  with  the  carrier  corporations,  as  did  certain  other  cor- 
porate officers.  Director  General  McAdoo  ruled  that  the  Govern- 
ment would  not  pay  the  salaries  of  the  officers  and  expenses  of  the 
offices  not  taken  over  by  him  but  remaining  in  control  of  the  cor- 
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porations.  The  corporate  expense  which  the  Director  General  thus 
declined  to  assume  amounted  to  $7,057,011  in  1918  and  to  $17,368,- 
858  in  1919. 4  The  carriers  insisted  that  they  were  entitled  to  have 
these  expenses  paid  by  the  Government ;  that  the  theory  of  the  Presi- 
dent's Proclamation  and  of  the  Federal  Control  Act  was  that  the 
carriers  were  to  receive  compensation  on  the  basis  of  the  average 
annual  net  railway  operating  income  for  the  test  period  and  that 
the  compensation  paid  them  would  fall  short  of  meeting  this  stand- 
ard, if  they  had  to  pa}'  certain  corporate  expenses  which  during  the 
test  period  had  been  deducted  before  arriving  at  the  net  railway 
operating  income.  The  Director  General,  however,  declined  to  adopt 
this  view,  insisting  that  it  was  not  equitable  for  the  Government  to 
pay  expenses  which  during  Federal  Control  were  incurred  solely  for 
the  benefit  of  the  corporation.  He  held,  moreover,  that  the  Federal 
Control  Act  left  a  margin  of  discretion  with  the  President  in  this 
matter,  since  it  did  not  require  the  President  to  pay  a  compensation 
equal  to  the  average  annual  net  railway  operating  income  of  the  test 
period,  but  merely  authorized  him  to  pay  a  compensation  not  ex- 
ceeding such  amount. 

Government's  Relations  with  the  Short-line  Railroads. 

The  foregoing  outline  of  contract  relations  applies  to  the  railroad 
systems  which  were  taken  over  by  the  Government,  including,  gen- 
erally speaking,  the  Class  I  railroads  and  a  few  smaller  railroads. 
The  great  bulk  of  smaller  railroads,  generally  referred  to  collec- 
tively as  the  "short  lines,"  was  not  so  dealt  with. 

The  Class  I  railroads  taken  over  (with  their  subsidiaries)  by  the 
Government  produced  over  98  per  cent  of  the  total  revenues  of  all 
railroads  taken  over  by  the  Government.5  Most  of  the  independent 
small  railroads  or  short  lines  were  never  operated  by  the  Government 
or  treated  by  the  Railroad  Administration  as  taken  over.  This  gen- 
eral question  of  the  short-line  railroads  calls  for  an  account  of  the 

4  Interstate  Commerce  Statistics  of  Railroads  in  the  United  States  for 
1918  and  1919.  The  figures  shown  are  the  General  Expenses  paid  in  those 
years  by  the  carrier  corporations. 

6  Class  I  Roads — Annual  Operating  Revenues  over  one  million.  Class  II 
Roads — Annual  Operating  Revenues  one  hundred  thousand  to  one  million. 
Class  III  Roads — Annual  Operating  Revenues  under  one  hundred  thousand. 
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attitude  of  the  Railroad  Administration  and  of  the  attitude  of 
Congress. 

Immediately  after  the  issuance  of  the  President's  Proclamation, 
many  of  these  short  lines  evinced  a  great  anxiety  to  be  treated  as 
taken  over  by  the  Government  so  as  to  escape  the  risks  of  operation 
and  obtain  instead  a  rental  from  the  Government.  This  anxiety  was 
well  founded  on  account  of  the  increases,  actual  and  prospective,  in 
the  cost  of  material  and  labor,  the  congestion  and  delay  in  handling 
traffic,  and  the  difficulty  of  obtaining  rates  reflecting  the  increased 
costs.  The  Railroad  Administration,  however,  felt  that  the  necessities 
of  the  War  did  not  require  taking  possession  and  control  of  these 
short  lines  and  that  they  were  not  within  the  intended  scope  of  the 
President's  Proclamation  or  of  the  broad  general  orders  which  were 
issued  by  the  Director  General  immediately  upon  assuming  control. 
The  General  Counsel  of  the  Railroad  Administration  promptly  ruled 
that  these  short  lines  could  not  be  regarded  as  "systems  of  trans- 
portation" within  the  meaning  of  the  President's  Proclamation.  The 
Railroad  Administration,  when  it  actually  began  directing  the  opera- 
tions of  the  railroads  under  its  control,  took  care  to  see  that  its  orders 
did  not  apply  to  these  short  lines.  It  sought,  moreover,  to  impress 
upon  the  short  lines  that  under  all  the  circumstances  they  would 
enjoy  certain  advantages  by  reason  of  not  being  taken  over,  since 
they  would  thereby  probably  escape  the  full  measure  of  the  wage 
increases  which  appeared  inevitable  for  all  the  railroads  for  which 
the  Government  was  responsible. 

Director  General  Davis  in  his  Report  for  1924  points  out  that 
there  were  about  850  independent  short  lines  of  railroad  located  all 
over  the  country ;  that  the  Railroad  Administration  did  not  take 
over  their  active  operation  and  no  Federal  Managers  for  them  were 
ever  appointed;  that  the  funds  of  the  companies  were  not  taken  over 
and  the  properties  remained  in  the  possession  of  their  respective 
owners  and  were  operated  just  as  they  had  been  under  private  con- 
trol. 

Nevertheless  the  short  lines  were  very  much  alarmed  as  to  their 
situation  and  continued  to  insist  that  they  had  been  taken  over  and 
that  the  Government  was  under  obligation  to  assure  them  a  com- 
pensation during  the  period  of  Federal  Control.  The  Federal  Con- 
trol Act  provided  in  Section  I,  in  effect,  that  short  lines  competing 
for  traffic  with  a  railroad  of  which  the  President  had  taken  posses- 
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sion  should  be  considered  as  within  Federal  Control,  necessary  for 
the  prosecution  of  the  War  and  entitled  to  the  benefit  of  the  act. 
But  Section  14  of  the  act  provided  that  the  President  might,  prior 
to  July  1,  1918,  relinquish  control  of  any  railroad  whose  further 
control  he  might  not  deem  needful  or  desirable.  Pursuant  to  this 
provision,  the  Director  General  formally  relinquished  control  of  each 
and  every  short  line  prior  to  July  1,  1918. 

The  solicitude  of  the  Director  General  for  the  welfare  of  the  short 
lines  was  shown  in  May,  1918,  when  he  increased  rates  and  wages.  He 
did  not  impose  the  wage  increases  on  the  short  lines,  but,  taking 
advantage  of  the  fact  that  by  the  Federal  Control  Act  these  short 
lines  had  been  placed  technically  in  Federal  Control,  he  made  the 
rate  order  broad  enough  to  give  them  the  benefit  of  the  increased 
rates.6 

On  July  29,  1918,  provision  was  made  for  a  Short  Line  Section 
of  the  Division  of  Public  Service,  this  section  being  charged  with  the 
duty  of  seeing  that  the  short-line  railroads  received  (a)  a  fair  divi- 
sion of  rates;  (b)  fair  treatment  in  the  routing  of  traffic;  (c)  a 
reasonable  share  of  the  available  car  supply;  (d)  helpful  coopera- 
tion as  far  as  consistent  with  war  conditions  and  (e)  fair  dealing  in 
general  in  their  relations  with  other  railroads. 

At  the  time  of  the  relinquishment  of  the  short  lines  prior  to  July, 
1918,  the  Railroad  Administration  announced  that  a  policy  of  co- 
operation would  be  maintained.  Extensive  hearings  and  discussions 
took  place,  as  a  result  of  which  in  October,  1918,  a  special  form  of 
cooperative  contract  was  formulated  for  the  use  of  such  short-line 
carriers  as  might  desire  to  make  such  a  contract.  This  form  of  con- 
tract canceled  the  order  of  relinquishment,  and  recognized  that  the 
railroad  was  within  the  scope  of  the  Federal  Control  Act  as  fully  as 
if  the  relinquishment  had  not  taken  place,  but  declared  that  the 
possession  and  use  of  the  railroad  was  in  its  owner  and  at  its  risk 
and  without  compensation  from  the  Government,  subject  to  the  right 
of  the  Director  General  to  take  the  railroad  over  if  necessary.  The 
Director  General  undertook  by  the  contract  (a)  to  give  fair  divi- 
sions of  joint  rates  on  through  traffic,  (b)  to  make  an  equitable 
allotment  of  cars,  (c)  to  give  two  days'  free  of  per  diem  charge  on 
freight  cars  in  the  case  of  railroads  of  one  hundred  miles  or  less  in 
length,  (d)  to  give  the  carrier  in  any  month  the  same  proportion  of 

6  See  General  Orders  Nos.  27  and  28. 
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competitive  traffic  as  was  enjoyed  during  the  test  period  and  (e) 
the  company  was,  as  far  as  practicable,  to  have  the  use  of  the  pur- 
chasing agencies  of  the  Railroad  Administration  in  the  purchase  of 
materials  and  supplies  at  the  same  prices  as  the  Director  General 
paid,  and  to  use  on  reasonable  terms  the  shops  of  connecting  railroads 
under  Federal  Control.  In  February,  1919,  this  form  of  contract 
was  modified  at  the  suggestion  of  some  of  the  short  lines.  More- 
over, since  some  of  them  did  not  wish  to  make  the  cooperative  con- 
tract, but  were  anxious  to  obtain  the  two  days'  free  time  in  the  use  of 
freight  cars  and  the  undertaking  to  provide  the  same  proportion  of 
competitive  traffic  as  was  enjoyed  during  the  test  period,  they  were 
accorded  these  benefits  upon  execution  of  a  waiver  of  all  claims 
against  the  Government  under  the  Federal  Control  Act  for  anything 
done  or  omitted  by  the  President  or  the  Director  General. 

Numerous  carriers  executed  the  cooperative  contracts  or  waivers, 
but  numerous  other  carriers  refrained  from  doing  so. 

Some  of  the  short  lines  continued  to  feel  great  concern  about 
their  status  and  the  solicitude  of  Congress  for  the  short  lines  was 
such  that  under  the  Transportation  Act  of  1920  it  was  provided  in 
Section  204  that  any  railroad  carrier  which  during  any  part  of 
Federal  Control  operated  its  own  railroad  or  system  of  transporta- 
tion and  in  so  doing  sustained  a  deficit  in  its  railway  operating  in- 
come, should  be  entitled  to  reimbursement  by  the  Government.  The 
practical  working  out  of  this  provision  has  not  yet  been  cleared  up, 
and  its  meaning  is  still  in  litigation.7 

Government 's  Relation  to  Express  Situation  and  Results  of 

Operations. 

The  Railroad  Administration  sustained  with  reference  to  the  ex- 
press situation  a  very  important  relationship,  differing,  however, 
from  the  relationship  to  the  railroad  companies.  In  addition  to 
describing  that  relationship  here,  it  will  be  convenient  to  refer  also 
in  this  connection  to  the  results  of  express  operation. 

The  express  business  of  the  country,  that  is,  the  transportation 
of  freight,  principally  small  package  freight,  on  passenger  trains 
or  trains  on  passenger  train  time,  was  not  handled  by  any  of  the 

7  Director  General  Davis'  Report  for  1924  showed  that  up  to  the  end  of 
that  year  $732,240.11  had  been  paid  in  settlement  of  claims  presented  by 
short-line  carriers. 
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railroad  companies.  Each  railroad  company  had  an  exclusive  con- 
tract with  some  express  company  to  do  this  business.  There  were 
seven  of  these  express  companies.8 

The  property  and  operations  of  these  express  companies  were 
not  taken  over  by  the  President's  Proclamation  of  December  26, 
1917. 

Upon  the  initiative  of  C.  A.  Prouty,  Director  of  the  Division  of 
Public  Service  and  Accounts,  the  express  business  of  the  various 
express  companies  was  unified  and  placed  in  the  hands  of  a  single 
express  company,  the  American  Railway  Express  Company,  which 
thus  came  into  the  management  of  all  the  express  lines  in  the  country 
operating  over  railroads  under  Federal  Control.  A  contract  of  J une 
26,  1918,  was  entered  into  between  the  Director  General  and  the 
American  Railway  Express  Company  whereby  the  express  company 
was  made  the  sole  agent  of  the  Government,  under  the  supervision 
of  the  Director  General,  in  conducting  the  express  transportation 
business  upon  lines  of  railroad  under  Federal  Control  and  upon  such 
other  systems  of  transportation  as  the  Director  General  might  deem 
necessary.  This  contract  provided  that  the  express  company  should, 
out  of  its  gross  revenues,  pay  to  the  Government  50.25  per  cent, 
this  being  compensation  for  its  privilege  of  using  railroad  facilities 
and  services  and  having  its  express  traffic  hauled  by  the  railroads. 
Out  of  the  balance  of  the  income  of  the  express  company  there  was 
to  be  paid  the  operating  expenses  of  the  express  company  and  the 
remainder  was  to  be  treated  as  income  for  division  between  the  Di- 
rector General  and  the  express  company  as  follows :  the  express  com- 
pany was  first  to  receive  an  amount  equal  to  5  per  cent  on  its  capital 
stock ;  then  the  balance  up  to  2  per  cent  on  the  express  company's 
capital  stock  was  to  be  divided  equally  between  the  Director  General 
and  the  express  company;  the  remainder  of  the  income  was  to  go 

8  The  four  principal  express  companies,  stated  in  the  order  of  the  amount 
of  their  gross  operating  revenues,  were  the  American  Express  Company, 
Wells-Fargo  &  Company,  Adams  Express  Company  and  Southern  Ex- 
press Company.  The  railroads  over  which  one  or  the  other  of  these  four 
companies  operated  comprised  practically  all  the  railroad  mileage  in  the 
country  with  the  exception  of  that  of  the  Great  Northern  Railway  Company, 
the  Northern  Pacific  Railway  Company  and  the  Minneapolis,  St.  Paul  & 
Saulte  Ste.  Marie  Railway  Company,  each  of  which  had  its  own  express  com- 
pany, these  being  respectively  the  Great  Northern  Express  Company,  the 
Northern  Express  Company  and  the  Western  Express  Company. 
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into  a  guaranty  fund  up  to  an  amount  equal  to  10  per  cent  of  the 
express  company's  capital  stock,  and  at  the  end  of  Federal  Control 
this  guaranty  fund,  to  the  extent  that  it  was  not  needed  to  protect 
the  5  per  cent  dividend  on  the  express  company's  stock,  was  to  be 
divided,  40  per  cent  to  the  express  company  and  60  per  cent  to  the 
Director  General.  Any  excess  of  income  over  and  above  full  provi- 
sion for  the  guaranty  fund  was  to  be  divided  on  a  sliding  scale  be- 
tween the  Director  General  and  the  express  company,  the  latter's 
proportion  decreasing  with  the  increase  in  the  amount  to  be  divided. 
The  contract  also  provided  that  if  the  gross  income  remaining  after 
paying  the  Government  50.25  per  cent  of  the  revenues  was  not  suffi- 
cient to  pay  the  operating  expenses  and  taxes  of  the  express  com- 
pany that  the  deficit  should  be  made  up  by  the  Director  General. 

On  November  16,  1918,  the  President  issued  a  Proclamation  tak- 
ing possession  and  control  of  the  American  Railway  Express  Com- 
pany system  of  transportation,  but  this  step  was  for  technical  rea- 
sons and  the  relations  between  the  Director  General  and  the  express 
company  as  the  agent  of  the  Government  continued  to  be  defined  in 
accordance  with  the  contract  of  June  26,  1918.  That  is,  the  express 
company,  a  private  corporation,  continued  throughout  Federal  Con- 
trol to  operate  the  express  business  as  the  agent  of  the  Director 
General. 

The  express  business,  involving  an  extremely  high  proportion  of 
labor  cost,  was  subject  in  a  very  pronounced  way  to  the  labor  diffi- 
culties which  were  characteristic  of  all  forms  of  business  enterprise 
during  the  War.  It  was  very  greatly  affected  by  the  scarcity  of  labor 
and  the  extraordinary  labor  turn-over  and  by  the  increases  in  wages 
to  express  employees.  These  wages  had  been  strikingly  low  before  the 
War  and  by  reason  of  the  war  levels  of  other  wages  had  to  be  brought 
up  to  a  point  where  they  represented  a  very  heavy  increase  in  the 
cost  of  conducting  the  business. 

On  February  1,  1914;,  the  Interstate  Commerce  Commission  had 
put  into  effect  an  extremely  low  basis  of  express  rates,  so  low  that  the 
net  operating  income  was  virtually  wiped  out  for  that  year.  A  mod- 
erate increase  in  small  package  rates  was  accordingly  authorized  by 
the  Commission  in  1915  so  that  the  situation  was  improved  for  1915 
and  greatly  improved  for  1916.  The  war  conditions  prevailing  in 
1917,  however,  placed  the  express  business  in  a  very  critical  situa- 
tion. An  aggregate  net  operating  income  of  over  $10,500,000  in 
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1916  dropped  to  an  operating  deficit  of  nearly  $200,000  in  1917. 
On  application  of  the  express  companies  the  Interstate  Commerce 
Commission  approved  a  10  per  cent  increase  in  rates,  pointing 
out  that  the  companies  were  subject  to  the  conditions  operating 
adversely  upon  the  railroad  companies  and  in  addition  were  ham- 
pered by  the  fact  that  the  war  emergency  had  caused  the  shipment 
of  articles  by  express  theretofore  moved  by  freight  and  for  the 
handling  of  which  the  express  companies  were  not  adequately 
equipped;  and  that  the  lack  of  facilities  to  handle  the  unexpected 
and  unprecedented  volume  of  traffic  had  resulted  in  serious  con- 
gestion, and  that  operating  revenues  were  insufficient  to  meet  operat- 
ing expenses.  This,  of  course,  meant  that  the  express  companies  were 
at  that  time  in  much  more  serious  condition  than  were  the  railroad 
companies,  because  the  latter,  generally  speaking,  were  earning  sub- 
stantially more  than  their  operating  expenses,  though  by  no  means 
enough  to  give  them  satisfactory  credit.  This  application  for  in- 
creased rates  had  been  applied  for  in  December,  1917,  but  the  in- 
crease could  not  become  effective  until  July  15,  1918,  just  fifteen 
days  after  the  merged  express  company  above  described  had  taken 
charge  of  the  express  business,  and  a  few  weeks  after  the  Director 
General  had  increased  railroad  freight  rates  by  about  25  per  cent 
and  railroad  passenger  rates  by  an  average  of  about  20  per  cent. 

The  readjustments  in  wages  of  express  employees,  however, 
speedily  absorbed  all  and  more  than  all  of  the  increased  revenues 
accruing  to  the  express  company,  estimated  to  be  between  $10,000,- 
000  and  $12,000,000.  Accordingly  the  Director  General  submitted 
to  the  Interstate  Commerce  Commission  a  plan  for  a  further  increase 
in  certain  of  the  express  rates,  the  principal  increase  being  in  the 
territory  north  of  the  Ohio  and  Potomac  Rivers,  and  east  of  the 
Mississippi  River,  where  the  express  rates  had  been  relatively  the 
lowest.  On  October  26,  1918,  the  Commission  approved  this  plan  and 
it  was  ordered  by  the  Railroad  Administration's  General  Order  No. 
56,  effective  January  1, 1919.  This  increase  amounted  to  about  8  per 
cent  on  the  express  business  as  a  whole. 

This  increase  turned  out  to  be  insufficient  to  meet  the  labor  and 
other  costs  of  the  express  company  after  paying  50.25  per  cent  of 
the  revenues  to  the  Director  General.  Nevertheless  the  complications 
and  delays  incident  to  putting  increased  express  rates  into  effect  were 
great,  the  end  of  Federal  Control  was  rapidly  approaching  and  it 
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was  impossible  to  assume  that  the  extreme  difficulties  were  other  than 
temporary.  The  Railroad  Administration  decided,  for  reasons  ex- 
plained in  the  chapter  on  Rates,  not  to  make  further  increase  in 
railroad  rates.  The  Railroad  Administration,  therefore,  made  no  fur- 
ther increase  in  express  rates,  nor  did  the  express  company  make 
application  therefor. 

In  consequence  of  these  conditions,  the  Government  had  to  make 
good  a  deficit  of  about  $36,000,000  arising  under  the  contract  with 
the  express  company,  while  the  express  company  itself  received  no 
return  on  its  capital  stock. 

Promptly  upon  the  completion  of  Federal  Control  the  express 
company  applied  to  the  Interstate  Commerce  Commission  for  an 
increase  in  rates  averaging  about  25  per  cent  for  the  entire  country, 
and  while  this  case  was  under  consideration  and  just  before  the  Com- 
mission had  decided  it  the  United  States  Railroad  Labor  Board 
awarded  an  increase  of  wages  to  the  express  company  employees 
amounting  approximately  to  $4-1,000,000  a  year.  The  express  com- 
pany made  a  supplemental  application  for  an  additional  increase  in 
rates  to  cover  the  increase  in  wages  awarded  by  the  Labor  Board. 
The  Interstate  Commerce  Commission  permitted  an  increase  of  12  V2 
per  cent  effective  on  interstate  business  on  September  1,  1920,  and 
another  of  13V2  Per  cent  effective  on  interstate  business  on  October 
13, 1920. 

After  the  end  of  Federal  Control  the  American  Railway  Express 
Company  accepted  the  provisions  of  Section  209  (i)  of  the  Trans- 
portation Act,  1920,  and  thereby  the  contract  between  that  Company 
and  the  Director  General  of  Railroads  remained  in  effect  during:  the 
guaranty  period  in  so  far  as  the  same  constituted  a  guaranty  on  the 
part  of  the  United  States  to  the  express  company  against  a  deficit 
in  operating  income. 

After  the  end  of  the  guaranty  period  the  American  Railway  Ex- 
press Company  negotiated  contracts  with  nearly  all  the  railroad 
companies  and  continued  to  handle  the  great  bulk  of  the  express 
business. 


CHAPTER  XI 


MAINTENANCE 

One  of  the  Government's  essential  functions  was  to  maintain  ade- 
quately the  railroad  properties  of  which  it  had  possession, — and  this 
both  to  enable  it  to  handle  the  traffic  safely  and  promptly  and  to 
comply  with  its  maintenance  obligations  to  the  owners. 

The  Government  maintained  the  properties  in  condition  to  handle 
the  war  traffic  as  well  as  the  post-war  traffic  in  a  manner  comparing 
favorably,  to  say  the  least,  with  the  prior  handling  of  traffic  under 
private  control.  On  that  point  there  is  no  necessity  for  enlargement. 
But  the  question  as  to  the  Government's  maintenance  obligations  to 
the  owners  and  the  manner  of  fulfillment  calls  for  more  detailed  state- 
ment and  analysis. 

Contract  Provisions. 

At  the  time  the  President  issued  his  Proclamation  of  December 
26,  1917,  taking  possession  and  control  of  the  railroads,  he  issued 
an  explanatory  statement  indicating  that  he  would  ask  Congress  to 
guarantee  that  "the  railway  properties  will  be  maintained  during 
the  period  of  Federal  Control  in  as  good  repair  and  as  complete 
equipment  as  when  taken  over  by  the  Government." 

The  Federal  Control  Act  of  March  21,  1918,  provided  that  the 
agreement  the  President  was  authorized  to  make  with  each  carrier 
whose  railroad  was  taken  over  should  contain  "adequate  and  appro- 
priate provisions  for  the  maintenance,  repair,  renewals  and  deprecia- 
tion of  the  property"  and  "for  such  accounting  and  adjustments  of 
charges  and  payments,  both  during  and  at  the  end  of  Federal  Con- 
trol as  may  be  requisite  in  order  that  the  property  of  each  carrier 
may  be  returned  to  it  in  substantially  as  good  repair  and  in  substan- 
tially as  complete  equipment  as  it  was  in  at  the  beginning  of  Fed- 
eral Control."  (Section  1.) 

In  formulating  the  contract  provisions  it  became  apparent  to  the 
Director  General's  advisers  that  it  would  be  a  hopeless  undertaking 
to  arrive  at  a  correct  estimate  of  the  condition  of  the  physical  prop- 
erties, including  rolling  stock,  of  all  the  railroad  companies  as  of  the 
date  of  taking  them  over,  and  to  employ  such  a  basis  as  the  con- 
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trolling  test  for  ascertaining  how  much  maintenance  should  he  placed 
upon  all  these  properties  during  Federal  Control.  The  properties 
had  been  taken  over  suddenly,  on  a  day's  notice,  in  the  midst  of,  and 
on  account  of,  pressing  war  necessities,  and  in  a  state  of  congestion 
in  many  parts  of  the  country,  leading  to  repairs  being  long  overdue, 
especially  as  to  rolling  stock.  Various  railroad  officers  in  the  east  had 
avowed  that,  in  the  fall  of  1917,  on  account  of  inadequate  rates  and 
unfavorable  conditions  as  to  labor,  considerable  maintenance  had 
been  deferred  and  the  physical  condition  of  the  properties  had  been 
losing  ground  and  was  lower  than  it  ought  to  be.  It,  of  course,  had 
been  impossible  to  measure  what  was  the  physical  condition  of  each 
and  every  structure  and  every  section  of  every  track,  and  every 
piece  of  rolling  stock  on  the  date  of  being  taken  over.  An  attempt 
to  test  the  Government's  obligation  by  the  actual  physical  condition 
of  all  the  properties  when  taken  over  would  have  led  to  endless  dis- 
pute. Any  opinion  offered  on  that  subject  could  have  been  placed  in 
doubt  by  some  opposing  opinion. 

It  also  became  obvious  that  the  expenditures  for  maintenance  were 
interwoven  with  the  standard  return  which  the  carriers  were  to  get 
by  way  of  compensation  or  rental.  That  standard  return  was  to 
be  the  average  annual  net  railway  operating  income  for  the  "test 
period,"  that  is,  the  three  years  ending  June  30,  1917.  If  one  car- 
rier during  the  test  period  had  undermaintained  its  property,  its 
test  period  net  railway  operating  income  had  been  thereby  increased. 
If  another  carrier  in  the  test  period  had  overmaintained  its  prop- 
erty, its  test  period  net  railway  operating  income  had  been  thereby 
diminished.  If,  nevertheless,  the  same  amount  of  maintenance  were 
expended  by  the  Government  on  the  properties  of  each  of  these  car- 
riers, it  would  follow  that  the  carrier  which  had  undermaintained 
its  property  would  be  rewarded  and  the  carrier  which  had  over- 
maintained  its  property  would  be  penalized ;  for,  in  rental  and  main- 
tenance together,  the  improvident  carrier  would  get  relatively  more 
than  the  provident  one. 

The  Government  wished  to  provide  a  practical  accounting  method 
for  measuring  the  obligation  as  to  maintenance,  and  also  to  provide 
a  rational  corrective  against  the  danger  of  rewarding  the  improvi- 
dent carrier  and  penalizing  the  provident  carrier.  Therefore,  the 
contracts  between  the  Government  and  the  respective  railroad  com- 
panies, while  recognizing  the  test  of  physical  condition  as  one  way 
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in  which  the  Director  General  might  satisfy  his  obligations,  provided 
in  effect  that  the  Director  General  should  have  the  option  of  satisfy- 
ing his  maintenance  obligation  through  annually  expending  or  ac- 
counting for,  by  way  of  maintenance,  an  amount  equal  to  the  average 
annual  amount  expended  by  the  same  carrier  for  the  test  period. 
The  contracts  also  provided  that  due  adjustment  should  be  made 
for  difference  in  cost  of  materials  and  labor  and  difference  in  amount 
and  use  of  property.  (See  the  "standard  contract"  in  the  appendix 
to  Chapter  X,  particularly  the  proviso  in  paragraph  (a)  and  para- 
graph (c)  of  Section  5.)  The  carriers  claimed  nevertheless  that  the 
contract  provision  for  returning  the  properties  in  an  actual  physical 
condition  as  good  as  that  in  which  they  were  received  was  absolute 
and  allowed  the  Director  General  no  option  to  employ  instead  the 
accounting  test.  The  Government  resisted  this  contention  and  settle- 
ments were  finally  made  on  the  basis  of  the  accounting  test,  that  is, 
on  the  basis  of  the  amount  of  maintenance  shown  by  the  accounts 
of  the  carriers  to  have  been  put  upon  their  properties  during  the 
test  period.  But  while  the  Government  insisted  on  the  principle  of 
the  accounting  test,  it  in  fact  made  substantial  concessions  therefrom, 
as  indicated  below  in  the  analysis  of  the  settlements  of  claims  for 
undermaintenance. 

The  carriers  were  thus  given  a  definite  obligation  on  the  part  of 
the  Government  which  would  have  to  be  satisfied  at  the  end  of  Fed- 
eral Control  by  a  money  payment  to  the  extent  that  it  was  not  satis- 
fied by  actual  expenditures  or  creation  of  funds  during  the  period 
of  Federal  Control.  The  contract  also  contained  a  restricted  and 
largely  unworkable  provision  purporting  to  give  the  Government 
some  remedy  in  the  event  it  placed  on  a  property  for  purposes  of 
safe  operation  more  maintenance  than  was  required  by  its  contract 
obligation. 

Personnel  in  Charge  of  Maintenance. 

The  administration  of  maintenance  was  in  charge  of  the  Division 
of  Operation.  Carl  R.  Gray  was  Director  of  this  Division  in  1918 
and  W.  T.  Tyler,  who  had  been  Mr.  Gray's  principal  assistant,  was 
Director  of  this  Division  after  1918.  Both  Mr.  Gray  and  Mr.  Tyler 
had  had  practically  lifelong  experience  in  railroad  management 
prior  to  Federal  Control.  After  Federal  Control  Mr.  Gray  became 
President  of  the  Union  Pacific  System  and  Mr.  Tyler  became  Vice- 
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President  of  the  Northern  Pacific  Railway  Company.  The  officer  in 
the  Division  of  Operation  immediately  in  charge  of  maintenance  of 
way  and  structures  was,  from  September  1,  1918,  to  June  1,  1919, 
C.  A.  Morse,  who  was  Assistant  Director,  and  who  had  been  Chief 
Engineer  of  the  Chicago,  Rock  Island  &  Pacific  Railway  Company 
and  in  an  earlier  period  had  been  Chief  Engineer  of  the  Atchison, 
Topeka  &  Santa  Fe  Railway  Company.  He  returned  to  the  Rock 
Island  when  he  resigned  from  the  Railroad  Administration.  From 
June  1,  1919,  until  the  end  of  Federal  Control,  the  officer  in  charge 
of  maintenance  of  way  and  structures  was  A.  M.  Burt,  who  was 
Assistant  Director,  and  who  had  been  Chief  Engineer  of  the  Northern 
Pacific  Railway  Company.  Upon  the  termination  of  Federal  Control 
Mr.  Burt  became  Assistant  to  Vice-President  of  the  Northern  Pacific 
and  subsequently  Vice-President. 

Throughout  Federal  Control  the  officer  of  the  Division  of  Opera- 
tion in  charge  of  maintenance  of  equipment  was  Assistant  Director 
Frank  A.  McManamy,  theretofore  Chief  Inspector  of  Locomotives 
for  the  Interstate  Commerce  Commission  and  since  1923  a  member 
of  that  Commission. 

Policies  as  to  Maintenance. 

The  Railroad  Administration's  policy,  prior  to  the  Armistice,  in 
the  nature  of  things,  was  fundamentally  different  from  its  attitude 
thereafter.  Up  to  the  Armistice,  the  Government's  primary  concern 
was  to  see  that  all  available  material  and  labor  (despite  the  scarcity 
of  both),  was  applied  by  way  of  maintenance  to  get  and  keep  the 
properties  in  the  best  possible  condition  for  handling  the  war  traffic. 
Because  of  the  scarcity  of  materials  and  labor,  there  was  little,  if 
any,  danger  of  overmaintenance  in  that  year,  except,  perhaps,  as  to 
locomotives  which  in  the  east  were  to  a  large  extent  put  in  better 
condition  than  at  the  beginning  of  Federal  Control.  But  even  at 
the  risk  of  overmaintenance  the  policy  was  to  put  the  railroads  in 
the  best  possible  condition  to  help  to  win  the  War. 

After  the  Armistice,  however,  the  responsibility  rested  upon  the 
Director  General  to  consider,  where  maintenance  was  at  the  point  of 
providing  for  safe  transportation,  whether  additional  maintenance 
should  be  placed  on  the  properties,  and  if  so  how  much,  in  order  to 
satisfy,  but  not  to  exceed,  the  Government's  obligation  as  to  main- 
tenance. As  a  matter  of  fact  the  maintenance  expenditures  through- 
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out  1919  and  up  to  the  end  of  Federal  Control  were  exceedingly 
heavy.  As  will  be  shown  below  more  in  detail,  the  Railroad  Adminis- 
tration's expenditures  closely  approximated  the  contract  obligation, 
despite  scarcity  of  material  during  a  large  part  of  the  period  of 
Federal  Control  and  various  interruptions  of  an  exceptional  char- 
acter, and  despite  a  peculiarity  of  the  contract  which  substantially 
exaggerated  the  Railroad  Administration's  obligation  for  January 
and  February,  1920. 

It  is  desirable,  however,  to  mention  the  fact  that  a  note  of  caution 
appropriately,  and  indeed  inevitably,  characterized  the  policy  of  the 
Railroad  Administration  toward  maintenance  after  the  Armistice. 
The  Director  General  was  forced  to  realize  that  if  Federal  Control 
ended  with  some  shortage  of  maintenance  the  railroad  companies 
would  have  their  remedy,  but  if  it  ended  with  overmaintenance  the 
Government  would  have  no  substantial  remedy  at  all.  The  carriers 
had  objected  strenuously  to  giving  any  right  of  recovery  to  the  Gov- 
ernment in  the  event  of  overmaintenance,  and  the  provision  on  that 
subject  in  the  contract  was,  as  was  strongly  emphasized  afterwards 
by  Director  General  Davis  in  his  report  of  1924,  largely  unworkable 
and  illusory.  Thus  the  Government  was  in  a  position  where  it  might 
be  compelled  to  pay  the  carriers  for  undermaintenance  but  could  not 
successfully  collect  for  overmaintenance.  Moreover,  the  Director 
General  was  alive  to  the  condition  that  the  actual  application  of 
labor  and  material  by  way  of  maintenance  was  directly  in  the  hands 
of  the  regular  operating  and  maintenance  officers  on  the  particular 
railroads  and  that  it  was  a  striking  and  indeed  an  admirable  charac- 
teristic of  such  officers  that  they  instinctively  desired  to  maintain  in 
the  best  possible  condition  the  properties  in  their  charge.  On  this 
account  under  private  control  it  was  an  important  function  of  the 
superior  officers  of  a  railroad  corporation  to  be  vigilant  in  preventing 
overambitious  efforts  in  the  direction  of  maintenance,  and  it  was 
an  equally  important  and  even  more  difficult  function  of  the  Rail- 
road Administration  during  Federal  Control.  Under  private  con- 
trol, if  there  is  overmaintenance  in  one  year  it  can  at  least  be  meas- 
urably equalized  in  a  subsequent  year  without  serious  ultimate  loss 
to  the  corporation.  But  if  there  were  overmaintenance  at  the  expense 
of  the  Government  before  the  end  of  Federal  Control,  there  could 
be  no  subsequent  equalization  of  that  condition  for  the  Government's 
benefit.  These  considerations  led  the  Director  General  in  1919  to  give 
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the  Government  the  benefit  of  the  doubt  where  maintenance  was  am- 
ple to  provide  for  safety  and  doubt  arose  as  to  whether  still  more 
maintenance  might  not  exceed  the  Government's  obligation.1 

The  Maintenance  of  the  Various  Classes  of  Property. 

As  to  way  and  structures  there  had  been  substantial  shortages  in 
the  application  during  1918  to  many  of  the  properties  of  essential 
materials  such  as  cross  ties,  rail  and  ballast,  as  compared  with  the 
amounts  of  those  materials  applied  to  the  properties  during  the  test 
period.  This  shortage  had  been  due  to  inability  to  get  either  the 
necessary  materials  or  the  necessary  labor  during  the  stress  of  war. 
Substantially  greater  quantities  of  these  materials  were  applied  to 
the  properties  in  1919  and  more  than  had  been  applied  during  pri- 
vate management  in  the  calendar  year  1917.  However,  taking  the 
railroads  as  a  whole,  and  not  only  during  1918  and  1919  but  also 
during  Januar}7  and  February,  1920,  and  viewing  maintenance  of 
way  and  structures  as  entirely  independent  of  equipment,  Federal 
Control  ended  with  shortages  of  these  basic  forms  of  maintenance  for 
way  and  structures. 

As  to  locomotives,  the  case  was  different.  Federal  Control  ended 
with  the  locomotives  on  the  average  in  better  condition  than  they 
were  at  the  beginning  of  Federal  Control.  The  percentage  of  loco- 
motives in  or  awaiting  shop  at  the  end  of  Federal  Control  was  17.4 
per  cent  as  compared  with  18.5  per  cent  at  the  beginning  of  Federal 
Control,  and  the  basis  of  this  classification  was  more  uniform  and 
accurate  at  the  end  of  Federal  Control  than  at  its  beginning.  The 
Railroad  Administration,  after  the  end  of  Federal  Control,  applied 
another  test  as  to  comparative  condition.  This  test  was  an  inquiry 
as  to  how  many  miles  the  locomotives  ran  after  the  beginning  of 
Federal  Control  before  they  had  to  have  classified  repairs  (that  is, 
more  than  mere  running  repairs),  and  as  to  how  many  miles  loco- 
motives ran  after  the  end  of  Federal  Control  before  they  had  to  have 
classified  repairs.  By  this  test  it  was  clearly  indicated  that  sub- 

1  For  a  more  detailed  statement  of  the  maintenance  policies  of  the  Director 
General  after  1918,  see  the  statement  of  the  writer  on  January  24,  1922, 
before  the  Senate  Committee  on  Interstate  Commerce.  (Hearings  before  the 
Committee  on  Interstate  Commerce,  U.S.  Senate,  67th  Congress,  2nd  Ses- 
sion, pursuant  to  Senate  Resolution  23,  upon  matters  relating  to  revenues 
and  expenses  of  railroads,  pp.  1616-1647.) 
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stantially  more  mileage  was  gotten  out  of  the  locomotives  after  the 
end  of  Federal  Control  in  1920  and  before  classified  repairs  were 
necessary  than  was  gotten  out  of  locomotives  after  the  beginning  of 
Federal  Control  before  classified  repairs  were  necessary. 

As  to  passenger  cars,  they  were  at  the  end  of  Federal  Control  in 
good  and  safe  condition,  but  the  unusually  heavy  passenger  traffic 
throughout  Federal  Control  and  the  fact  that  no  additional  passen- 
ger equipment  had  been  obtained,  made  it  impossible  to  take  the 
usual  number  of  cars  out  of  service  for  overhauling,  so  that  the  gen- 
eral appearance  of  the  cars  and  the  interior  finish  had  probably 
suffered.2 

As  to  freight  cars,  the  situation  was  far  more  complex.  Locomo- 
tives and  passenger  cars,  generally  speaking,  remained  on  a  single 
railroad  and  were  repaired  at  the  shops  on  that  railroad,  subject, 
of  course,  to  some  exceptions  when,  by  reason  of  unified  control  of 
all  the  shops,  certain  locomotives  or  passenger  cars  might  be  sent 
for  repairs  to  shops  on  another  railroad.  But  the  freight  cars  were 
very  largely  away  from  the  home  railroad  and  were  repaired  wher- 
ever they  happened  to  be. 

Before  the  beginning  of  Federal  Control  the  pooling  of  box  cars, 
and  to  some  extent  of  certain  other  cars,  had  been  encouraged  by 
the  Railroads'  War  Board.  At  the  beginning  of  Federal  Control 
freight  cars  were  very  widely  scattered.  By  reason  of  the  congested 
condition  of  traffic,  many  freight  cars  needing  repair  could  not  be 
unloaded  and  given  the  necessary  repairs  even  if  shop  room  and 
repair  forces  had  been  available.  Freight  cars  became  even  more 
widely  scattered  during  Federal  Control,  and  while  the  Division  of 
Operation  adopted  the  policy  in  1919  of  trying  to  get  cars  back  to 
their  home  railroads,  the  exigencies  of  traffic  and  the  nation-wide 
coal  strike  in  the  fall  prevented  the  realization  of  this  policy.  Under 
normal  conditions,  pre-war  and  post-war,  it  would  be  approximately 
correct  to  say  that,  on  the  average  for  the  railroads  as  a  whole,  close 
to  one-third  of  the  freight  cars  would  be  away  from  home  lines.  But 
more  than  half  the  freight  cars  were  away  from  the  home  lines  at  the 
beginning  of  Federal  Control  and  nearly  three-fourths  were  away 
from  the  home  lines  at  the  end  of  Federal  Control.  Therefore,  no 
railroad  company  knew  what  was  the  condition  of  its  own  freight  cars 

2  See  Chapter  XII  under  "Capital  Expenditures"  as  to  reasons  why  addi- 
tional passenger  cars  were  not  acquired  during  Federal  Control. 
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at  the  beginning  of  Federal  Control  or  what  was  their  condition  at 
its  end.  After  the  end  of  Federal  Control  the  railroads  themselves 
were  prevented  by  various  traffic  exigencies  and  the  unauthorized 
strike  of  switchmen  from  getting  cars  back  to  home  roads  to  the  pre- 
war normal  in  that  respect  until  after  the  lapse  of  many  months. 

The  amount  of  money  expended  upon  repairs  of  freight  cars  dur- 
ing Federal  Control  was  very  greatly  in  excess  of  the  amount  ex- 
pended during  the  test  period,  even  after  making  allowance  for  the 
differences  in  wages  and  in  prices  of  materials.  To  a  substantial  ex- 
tent scarcity  of  materials  during  much  of  Federal  Control  resulted 
in  there  being  frequent  repairs  at  large  cost  without  satisfactory 
permanent  results.  In  substantial  part  also,  cars  were  unavoidably 
repaired  largely  away  from  the  home  railroad  and  hence  under  more 
costly  conditions  than  if  they  had  been  at  home. 

At  the  end  of  Federal  Control  the  percentage  of  freight  cars  listed 
as  "bad  orders"  (excluding  a  small  number  held  out  of  service 
awaiting  corporate  authority  to  retire  them  from  service),  was  5.6 
per  cent,  comparing  favorably  with  the  5.2  per  cent  of  "bad  order" 
cars  on  hand  at  the  beginning  of  Federal  Control.  It  is  believed 
that  the  methods  of  arriving  at  these  percentages  were  more  uniform 
and  accurate  at  the  end  of  Federal  Control  than  at  the  beginning. 

It  is  probably  fair  to  conclude,  however,  taking  everything  into 
consideration,  that  the  condition  of  freight  cars  at  the  end  of  Federal 
Control  was  not  as  good  as  at  the  beginning,  although  the  deficiency 
in  this  regard  was  made  the  subject  of  a  great  deal  of  exaggeration, 
due  to  the  fact  that  the  extreme  cases  were  stressed  to  the  point 
where  they  gave  a  fictitious  aspect  to  the  general  situation.  It  is 
also  probable  that  between  the  end  of  Federal  Control  and  the  time 
cars  then  away  from  home  got  back  home,  months  later,  these  cars 
suffered  substantial  deterioration  on  the  lines  of  other  carriers. 

Amounts  Paid  in  Settlement  of  Claims  for  TJ  nder  maintenance . 

After  the  end  of  Federal  Control  the  railroad  companies  pre- 
sented very  heavy  claims  for  alleged  undermaintenance  of  their  prop- 
erties. These  claims  aggregated  $678,000,000  for  both  way  and 
structures  and  equipment,  but  they  were  settled  for  $203,000,000. 
Since  the  total  amount  expended  for  maintenance  of  way  and  struc- 
tures and  equipment  during  Federal  Control  was  $4,075,000,000,  it 
follows  that  the  claims  presented  by  the  railroads  indicated  a  defi- 
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ciency  of  more  than  16  per  cent  in  maintenance,  but  that  these  claims 
were  settled  by  the  Government  for  an  amount  indicating  a  deficiency 
of  less  than  5  per  cent. 

The  net  amount  allowed  by  the  Government  in  settlement  for 
claims  for  undermaintenance  was  divided  as  follows: 

Maintenance  of  way  and  structures  $164,000,000 
Maintenance  of  equipment  39,000,000 

Total  $203,000,0003 

The  amounts  expended  by  the  Railroad  Administration  for  main- 
tenance during  Federal  Control,  for  Class  I  roads  only,  were  divided 
as  follows : 

Maintenance  of  way  and  structures  $1,534,000,000 
Maintenance  of  equipment  2,541,000,000 

Total  $4,075,000,000 

Thus  the  deficiency  indicated  by  the  Government's  settlement  was 
less  than  11  per  cent  as  to  maintenance  of  way  and  structures  and 
less  than  2  per  cent  as  to  equipment.4 

A  peculiar  feature  of  the  actual  working  out  of  the  Government's 
contract  obligation  for  maintenance  during  Federal  Control  grew 
out  of  the  fact  that  the  Government,  after  holding  the  railroads  for 

3  As  to  way  and  structures,  the  Government's  accounting  test  showed  under- 
maintenance of  about  $115,000,000  on  those  properties  showing  undermain- 
tenance according  to  that  test,  and  overmaintenance  of  about  $16,000,000 
on  those  properties  showing  overmaintenance.  Yet,  the  Government  al- 
lowed about  $164,400,000  for  undermaintenance  and  collected  only  about 
$700,000  for  overmaintenance.  As  to  equipment,  the  Government's  accounting 
test  showed  overmaintenance  of  about  $295,000,000  and  undermaintenance 
of  about  $19,000,000.  Yet,  the  Government  allowed  $58,000,000  for  under- 
maintenance and  collected  only  about  $19,000,000  for  overmaintenance. 

*  James  C.  Davis,  Director  General  of  Railroads,  set  forth  in  his  Annual 
Report  to  the  President  for  the  year  1924  a  final  statement  of  the  work  of  the 
Railroad  Administration  as  to  adjustments  of  claims  of  carriers  whose  prop- 
erty was  taken  over  and  operated  by  the  Government  during  Federal  Control. 
This  report  is  an  illuminating  study  of  the  extremely  able  work  done  by  Mr. 
Davis  in  liquidating  Federal  Control  and  it  discusses  at  length  the  questions 
arising  as  to  undermaintenance  and  overmaintenance  of  the  railroad  prop- 
erties during  Federal  Control. 
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the  two  full  years  of  1918  and  1919,  held  them  for  the  two  addi- 
tional months  of  January  and  February,  1920,  in  order  to  give 
Congress  an  opportunity  to  complete  its  new  legislation.  These  two 
months  were  normally  the  two  months  of  the  year  when  expenditures 
for  maintenance  were  the  lowest,  particularly  maintenance  of  way 
and  structures.  In  the  test  period  the  average  maintenance  expendi- 
tures for  January  and  February  were  16.3  per  cent  as  to  equipment 
and  13.8  per  cent  as  to  way  and  structures  of  the  average  annual 
expenditures  for  those  two  maintenance  accounts  respectively.  Yet 
under  the  Government's  contract  it  had  to  account  for  maintenance 
for  those  two  months  on  the  basis  of  one-sixth  of  the  annual  average 
test  period  maintenance  or  16  2/3  per  cent  each  for  equipment  and 
for  way  and  structures.  Taking  into  consideration  the  increase  in 
prices  and  wages,  this  made  the  Railroad  Administration's  obliga- 
tion for  January  and  February,  1920,  approximately  $23,000,000 
for  way  and  structures  and  $4,000,000  for  equipment  in  excess  of 
what  that  obligation  would  have  been  if  the  Railroad  Administra- 
tion had  been  liable  only  for  the  amount  of  maintenance  normally 
put  upon  the  railroads  during  those  two  months  of  the  year.  It  is 
well  to  remember  this  excess  obligation,  totaling  $27,000,000,  in 
considering  the  fact  that  the  Director  General  eventually  paid  ap- 
proximately $202,500,0005  for  undermaintenance  during  Federal 
Control.  If  he  could  have  settled  on  the  basis  of  a  normal  amount  of 
maintenance  for  January  and  February,  1920,  the  basis  for  com- 
puting the  liability  would  have  been  substantially  less.  If  (as  was 
contemplated  from  May  to  November,  1919)  Federal  Control  could 
have  ended  on  December  31, 1919,  instead  of  being  continued  during 
the  months  of  January  and  February,  1920,  to  meet  the  needs  of 
Congress,  the  liability  for  maintenance  would  have  been  decidedly 
reduced. 

The  Misconception  That  the  Railroads  Were  Returned 
"in  a  Broken-down  Condition." 

One  of  the  most  striking  instances  of  the  peculiar  psychology 
accompanying  Federal  Control  was  the  vigorously  asserted  and 
readily  accepted  fiction  that  the  Government  had  returned  the  rail- 

5  This  figure  overstates  the  undermaintenance  of  railroads  because  it  in- 
cludes also  overmaintenance  of  other  transportation  lines,  such  as  steamship 
lines,  sleeping  car  lines,  et  cetera. 
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roads  in  a  physically  broken-down  condition,  due  to  an  utter  failure 
to  give  the  properties  anything  approaching  adequate  maintenance. 
The  foregoing  outline  shows  the  lack  of  merit  in  this  notion,  which 
for  the  time  being  seemed  to  be  gladly  believed  by  many  who  were 
looking  for  things  to  criticize  in  government  intervention  in  business. 

The  observations  of  the  Regional  Directors  have  a  bearing  on  this 
widely  circulated  idea  of  a  broken-down  condition.  The  seven  re- 
gions of  the  Railroad  Administration  were  in  charge  of  seven  Re- 
gional Directors  who  were  experienced  railroad  men  holding  emi- 
nent positions  both  before  and  since  the  War.  These  gentlemen  had 
occasion  in  their  Annual  Reports  to  the  Director  General  for  1918 
and  1919  to  comment  on  the  matter  of  maintenance.  They  recognized 
the  existence  of  shortages  of  cross  ties,  rail  and  ballast,  but  empha- 
sized that  nevertheless  the  railroads  in  their  respective  regions  had 
been  well  maintained.  Illustrative  excerpts  from  their  reports  are  in 
the  appendix  to  this  chapter.  If  the  railroads  had  been  in  a  physically 
broken-down  condition,  the  language  used  by  the  Regional  Directors 
in  reporting  as  to  the  condition  of  maintenance  would  have  consti- 
tuted a  grave  misrepresentation  and  it  would  have  been  impossible 
for  men  of  their  standing  and  sense  of  responsibility  to  have  made 
any  such  statements. 

Another  interesting  item  of  history  is  that,  beginning  in  the  month 
of  August,  1920,  shortly  before  the  settlement  of  the  very  serious 
unauthorized  switchmen's  strike,  which  began  after  the  end  of  Fed- 
eral Control,  the  railroads  of  the  country  were  confronted  with  the 
necessity  of  moving  the  largest  volume  of  traffic  that  had  ever  been 
offered  for  movement,  substantially  exceeding  even  the  traffic  of 
1917,  1918  or  in  October  of  1919.  They  moved  this  traffic  with  suc- 
cess and  with  deserved  credit.  Such  movement  would  have  been  im- 
possible if  the  railroads  had  been  in  a  broken-down  condition  upon 
their  return  by  the  Government  only  five  months  before. 

Many  of  the  Railroads  Were  Below  Normal  as  to  Maintenance  at  the 
Beginning  of  Federal  Control. 

The  discussion  of  the  condition  of  the  railroads  at  the  end  of 
Federal  Control  has  frequently  proceeded  on  the  idea  that  when 
the  Government  took  over  the  railroads  in  1917  they  were  in  an  ideal 
condition  of  maintenance,  and  that  any  defects  in  maintenance  ob- 
servable after  the  end  of  Federal  Control  could  be  unquestionably 
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charged  to  defects  in  government  management.  This  assumption  of 
ideal  condition  at  the  beginning  of  Federal  Control  was  unfounded. 
The  railroads  at  that  time  had  already  felt  the  damaging  effects  of 
the  War.  They  had  been  going  through  an  extremely  difficult  period 
of  rapidly  increasing  operating  costs,  growing  scarcity  of  labor,  re- 
curring losses  of  their  skilled  laborers,  disquieting  increase  in  the 
turnover  of  labor,  and  conditions  of  congestion,  militating  against 
adequate  maintenance,  especially  of  equipment,  and  all  this  in  the 
face  of  inadequate  operating  revenues,  and  the  unwillingness  on  the 
part  of  the  Interstate  Commerce  Commission  to  make  any  com- 
mensurate increase  in  rates.  These  conditions  were  placed  graphi- 
cally before  the  Interstate  Commerce  Commission  by  executives  of 
eastern  railroads  in  November,  1917,  in  a  proceeding  in  which  in- 
creased rates  were  sought.  The  testimony  of  these  executives  not 
only  stressed  the  increasing  operating  burdens,  but  made  express 
reference  to  the  deterioration  in  the  maintenance  of  the  properties.6 
When  the  Railroad  Administration  took  control,  it  found  both  loco- 
motives and  cars  below  a  fair  standard  of  maintenance  in  the  regions 
where  the  war  traffic  was  principally  concentrated,  and  there  was 
evidence  of  some  deferred  maintenance  as  to  way  and  structures. 
This  fact  of  a  subnormal  state  of  maintenance  at  least  in  important 
portions  of  the  country  at  the  beginning  of  Federal  Control  should 
not  be  overlooked. 

In  conclusion  it  may  be  said  that  the  Railroad  Administration 
on  the  average  maintained  the  railroad  properties  during  Federal 
Control  up  to  a  point  which,  despite  shortage  of  essential  materials, 
came  very  close  to  the  maintenance  required  by  the  contracts  with 
the  railroad  companies.  This  maintenance  was  ample  to  provide  for 
safe  and  effective  transportation  and  to  leave  the  railroads  in  condi- 
tion for  the  transportation  of  unprecedented  traffic  after  the  end  of 
Federal  Control.  Since  the  contracts  with  the  railroad  companies 
deprived  the  Government  of  any  effective  claim  for  overmainte- 
nance,  it  exercised  a  commendable  caution  in  the  post-war  period  for 
the  purpose  of  avoiding  overmaintenance.  Notwithstanding  these 
necessary  precautions,  the  average  annual  maintenance  physically 

6  See  extracts  from  this  testimony  in  the  appendix  to  this  chapter.  See 
also,  in  this  appendix,  extract  from  Report  for  Division  of  Operation  for 
1918,  commenting  upon  condition  of  equipment  at  beginning  of  Federal 
Control. 


120 


WAR  HISTORY  OF  AMERICAN  RAILROADS 


applied  during  Federal  Control  exceeded  the  maintenance  in  1917 
under  private  control  and  approximated  closely  to  the  contract  obli- 
gations without  interfering  with  requirements  of  safety.  The  notion 
of  a  "broken-down"  condition  of  the  railroad  properties  at  the  end  of 
Federal  Control  never  had  any  foundation  and  has  been  clearly  dis- 
proved by  subsequent  events  and  analyses. 


CHAPTER  XII 


CAPITAL  EXPENDITURES,  FINANCE  AND 
ACCOUNTING 

Capital  Expenditures. 

The  administration  of  the  railroads  in  this  country  involves,  as  one 
of  its  most  important  phases,  the  matter  of  capital  expenditures. 
The  country  has  developed  and  continues  to  develop  with  such 
rapidity  that  there  has  been  and  is  constant  necessity  to  expend  large 
sums  upon  the  railroads  and  their  rolling  stock  in  order  to  enlarge 
their  capacity  and  improve  their  efficiency  so  as  to  keep  abreast  of 
the  increasing  business  of  the  country  and  the  increasingly  exacting 
demands  in  the  matter  of  railroad  service. 

Even  before  the  War  it  had  been  necessary  for  Class  I  railroads 
to  expend  several  hundred  million  dollars  a  year  for  this  purpose. 
Such  expenditures  for  the  three  years  ending  June  30,  1914,  had 
averaged  $542,000,000.  In  the  following  two  and  one-half  years  the 
expenditures  per  year  were  considerably  less,  due  to  financial  limita- 
tions. But  for  the  calendar  year  1917  these  expenditures  amounted 
to  over  $570,000,000.  That  is,  even  with  the  dollar  at  its  pre-war 
purchasing  value,  the  railroads  were  under  the  necessity  of  expend- 
ing in  the  improvement  and  extension  of  their  properties  new  capital 
each  year  tending  to  approximate  $600,000,000.  This  annual  re- 
quirement was  about  two-thirds  of  the  rental  they  were  to  receive 
annually  from  the  Government  for  the  use  of  their  properties  during 
Federal  Control. 

One  of  the  serious  obstacles  in  the  way  of  the  railroads  performing 
their  necessary  war  service  during  1917  was  that  unfavorable  trans- 
portation rates  and  increasing  expense  and  other  difficulties  had  par- 
tially disabled  them  from  raising  the  new  capital  necessary  to  im- 
prove and  extend  their  facilities  so  as  to  make  up  for  several  years  of 
insufficient  capital  expenditures  and  so  as  to  cope  effectively  with  the 
transportation  demands  growing  out  of  the  War.  This  was  strikingly 
true  as  to  terminal  tracks,  shops,  locomotives  and  freight  cars.  One 
of  the  motives  impelling  the  Government  to  take  over  the  railroads 
was  to  enlarge  their  capacity  for  service  by  making  greater  capital 
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expenditures  than  the  railroads  could  make  in  the  situation  in  which 
they  found  themselves  at  the  end  of  1917. 

At  the  outset  of  its  tasks,  therefore,  the  Railroad  Administration 
had  to  deal  with  this  question  of  capital  expenditures,  both  those 
already  in  progress  and  those  which  ought  to  be  undertaken.  There 
were,  of  course,  large  programs  of  capital  expenditure  in  active 
progress  at  the  commencement  of  Federal  Control.  Each  railroad 
company  had  naturally  designed  its  program  with  reference  to  its 
own  separate  needs  and  prospects  and  without  reference  to  operation 
with  all  other  railroad  systems  in  the  country  combined,  for  war  pur- 
poses, into  a  single  system.  A  part  of  the  problem  of  the  Railroad 
Administration,  therefore,  was  to  decide  and  control  the  extent  to 
which  the  programs  already  in  process  of  execution  ought  to  be  sus- 
pended or  carried  forward. 

In  dealing  with  these  matters  the  Railroad  Administration,  in 
order  to  aid  the  general  governmental  war  policies,  had  to  minimize 
as  much  as  possible  the  absorption  of  materials,  labor  and  money, 
all  of  which  fell  far  short  of  the  war  needs  therefor.  For  the  time  be- 
ing, the  Railroad  Administration  had  to  proceed  upon  the  general 
theory  that  the  Government  would  have  to  furnish  the  necessary 
money  for  capital  expenditures  in  course  and  in  prospect,  although, 
generally  speaking,  it  could  charge  such  expenditures  against  the 
railroads  and  look  to  them  for  eventual  reimbursement,  since  such 
expenditures  were,  with  some  exceptions,  for  their  permanent  benefit. 

At  the  beginning  of  Federal  Control  instructions  were  issued  to 
continue  work  on  additions  and  betterments  already  under  way  until 
an  opportunity  could  be  had  for  more  detailed  consideration  under 
new  conditions. 

On  February  2,  1918,  the  railroads  were  requested  to  send  in 
budgets  of  improvements  immediately  required  to  increase  capacity 
and  efficiency  and  to  promote  safety  in  operations.  They  were  ad- 
vised,— in  determining  (1)  what  they  should  report  as  necessary  in 
the  way  of  additional  improvements  and  also  (2)  what  work  alread}T 
entered  upon  should  be  suspended, — to  be  guided  by  the  principle 
that  no  new  capital  and  no  labor  and  material  should  be  absorbed 
except  what  was  absolutely  necessary  to  meet  the  present  and  pros- 
pective war  needs,  and  that  the  necessity  of  particular  projects 
should  be  tested  not  by  their  necessity  from  the  standpoint  of  the 
particular  railroad,  but  from  the  standpoint  of  being  needed  not- 
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withstanding  the  fact  that  all  railroad  facilities  under  the  Govern- 
ment's control  were  now  available  for  common  use. 

On  March  12,  1918,  the  Division  of  Capital  Expenditures  was 
created  to  deal  with  these  matters.  Its  organization  is  shown  in  the 
footnote.1 

The  reports  received  and  considered  by  this  Division,  as  a  result 
of  the  inquiry  of  February  2,  1918,  showed  that,  despite  the  limita- 
tions prescribed  by  the  inquiry,  the  estimates  of  the  railroads  for 
absolutely  necessary  capital  expenditures  aggregated  $1,329,000,- 
000.  The  Division  of  Capital  Expenditures  reduced  this  amount  to 
$975,000,000.  This  figure  included  work  carried  over  from  the  pre- 
ceding year.  Subsequent  authorizations  were  given  during  the  year 
1918  so  that  on  December  31,  1918,  the  improvements  definitely 
authorized  amounted  to  $1,279,000,000.  This  amount  was  divided 
as  follows: 

Additions  and  betterments  to  roadway  and  structures  $573,000,000 
Equipment  659,000,000 
Extensions,  branches  and  other  lines  47,000,000 

Total  $1,279,000,000 

The  guiding  principle  in  authorizing  these  capital  expenditures 
was  that  the  first  consideration  should  be  safety  in  operations  and 
the  second  increased  capacity  where  that  was  needed ;  and  that 
any  improvement  not  required  for  these  purposes  should,  generally 

1  Robert  S.  Lovett  was  appointed  Director  thereof.  Prior  to  this  appoint- 
ment Judge  Lovett  had  been  Chairman  of  the  Union  Pacific  System  and  had 
also  been  for  some  time  a  member  of  the  War  Industries  Board  and  Chairman 
of  the  Priorities  Committee  and  also  Agent  of  the  President  in  the  adminis- 
tration of  the  Priority  in  Transportation  Act  of  August  10,  1917.  At  the  end 
of  1918  Judge  Lovett  resigned  as  Director  of  the  Division  of  Capital  Ex- 
penditures and  again  became  Chairman  of  the  Union  Pacific  System.  On 
January  16,  1919,  Thomas  C.  Powell  was  appointed  Director  of  the  Division 
of  Capital  Expenditures.  Prior  thereto  Mr.  Powell  had  been  Vice-President 
of  the  Southern  Railway  Co.,  and  had  been  a  member  of  the  Priorities  Com- 
mittee of  the  War  Industries  Board  and  also  the  Railroad  Administration's 
Manager  of  Inland  Traffic  and  Special  Representative  with  the  War  Indus- 
tries Board.  Upon  the  termination  of  Mr.  Powell's  work  as  Director  of  the 
Division  of  Capital  Expenditures  at  the  end  of  Federal  Control,  he  became 
Vice-President  of  the  Erie  Railroad  Co.,  and  subsequently  became,  and  is 
now,  the  President  of  the  Chicago  and  Eastern  Illinois  Railroad  Company. 
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speaking,  be  deferred  until  after  the  War.  In  consequence,  improve- 
ments designed  to  effect  permanent  economies,  but  not  necessary  for 
safety  or  the  immediate  increasing  of  capacity,  were  postponed  until 
after  the  War.  This  policy  was  a  necessary  incident  to  the  workings 
of  war  in  disrupting  the  continuity  of  normal  peace-time  policies.2 

In  accordance  with  the  policy  just  outlined,  the  Railroad  Ad- 
ministration in  1918  ordered  100,000  freight  cars  and  1,930  loco- 
motives, but  no  passenger  cars,  since  it  was  able  to  handle  the  heavy 
increase  in  passenger  movement  with  the  existing  passenger  equip- 
ment. 

In  addition  to  this  equipment  ordered  by  the  Railroad  Adminis- 
tration the  railroads  received  a  substantial  amount  of  equipment 
which  had  been  ordered  in  1917,  but  the  delivery  of  which  had  been 
delayed  on  account  of  diversion  of  material  for  war  purposes. 

The  equipment  added  during  Federal  Control  from  all  sources  was 
as  follows : 


Freight 

Passenger 

Locomotives 

Cars 

Cars 

Purchased  by  Director  General 

2,1303 

100,000 

Ordered  direct  by  Carriers  (chiefly  in 

1917) 

1,902 

42,857 

820 

Built  in  Railroad  Shops 

394. 

16,199 

71 

Total 

4,426 

159,056 

891 

But  while  in  1918  expenditures  were  authorized  to  the  extent  of 
$1,279,000,000,  only  $592,000,000  could  be  actually  expended.  It 
is  a  general  condition  that  any  large  appropriation  for  railroad  im- 
provements in  a  given  year  can  only  be  partially  expended  in  that 
year,  due  to  the  normal  lapse  of  time  required  for  completing  large 
projects,  coupled  with  delays  and  interruptions  which  practically 
always  occur.  In  1918  in  addition  to  these  usual  factors,  there  was 
the  special  factor  that  it  was  impracticable,  in  the  face  of  the  other 

2  After  Federal  Control,  the  railroad  companies  then  had  to  plan  and  make 
many  important  improvements  for  purposes  of  effecting  labor  saving  and 
other  economies.  That  they  have  done  this  work  wisely  has  been  shown  in  the 
great  increase  in  efficiency  of  labor  and  in  economy  generally  since  the  War 
compared  with  the  pre-war  operations  of  the  railroad  companies. 

3  Includes  200  Russian  locomotives  leased  from  War  Department  in  1918 
and  eventually  sold  to  the  railroads. 
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war  demands,  to  get  all  the  materials  and  all  the  labor  required.  But 
while  the  program  for  improvements  to  enlarge  the  capacity  of  the 
railroads  fell  so  far  short  of  being  completely  carried  into  effect,  the 
meeting  of  the  transportation  needs  of  the  War  was  nevertheless  ac- 
complished through  successful  coordination  of  the  conflicting  de- 
mands for  priority  in  transportation  service  and  through  the  success- 
ful coordination  of  railroad  facilities  and  operations,  as  has  been 
explained  in  Chapter  IV. 

The  signing  of  the  Armistice  on  November  11,  1918,  naturally 
caused  an  important  change  in  the  Railroad  Administration's  policy 
as  to  capital  expenditures.  On  December  10,  1918,  the  Director  of 
the  Division  of  Capital  Expenditures  advised  the  Regional  Directors 
that  as  to  new  work  not  already  authorized  it  was  inexpedient  to 
grant  authority  unless  the  improvement  was  imperatively  necessary 
or  the  railroad  corporation  itself  was  willing  to  finance  it.  Inquiry 
was  made  at  the  same  time  as  to  whether  the  same  policy  ought  not  to 
lead  to  the  cancellation  or  postponement  of  authorizations  already 
granted  where  the  work  had  not  been  started,  or,  if  started,  Avas  in 
such  shape  that  it  could  be  suspended  without  loss.  The  inquiry 
made  it  clear,  however,  that  it  did  not  contemplate  a  policy  of  drastic 
retrenchment  of  work  already  authorized. 

Early  in  1919  the  Railroad  Administration  developed  the  definite 
polic}7  that  in  view  of  the  probable  very  early  termination  of  Federal 
Control — although  there  was  complete  uncertainty  as  to  the  date — 
and  in  view  of  the  resulting  impossibility  of  planning  with  confidence 
as  to  future  improvements,  and  the  great  scarcity  of  funds  (a  matter 
explained  in  connection  with  the  Railroad  Administration's  prob- 
lems of  finance),  the  making  of  additions  and  betterments  to  road- 
way and  structures,  should  be  restricted  to  those  necessary  for  (a) 
safe  operation,  (b)  handling  current  volumes  of  traffic  and  (c)  the 
completion  of  those  larger  projects  already  entered  upon  which  could 
not  be  economically  discontinued.  As  to  equipment,  the  necessary 
result  of  the  situation  was  that  the  Railroad  Administration  ordered 
none  after  1918. 

The  Railroad  Administration,  however,  was  willing  to  order  and 
carry  out  after  1918  the  making  of  any  improvements  which  the 
railroad  companies  desired  and  were  willing  to  finance.  But  the  rail- 
road companies  availed  themselves  of  this  willingness  to  a  very  slight 
extent. 
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The  very  restricted  policy  which  the  Railroad  Administration 
thus  felt  compelled  to  adopt  after  1918  was  greatly  intensified  by 
the  Senate's  failure  on  March  4,  1919,  to  pass  the  appropriation  for 
the  Railroad  Administration,  a  matter  discussed  in  connection  with 
the  Railroad  Administration's  problems  of  finance.  On  account  of 
this  failure,  it  was  necessary  for  the  Railroad  Administration  to 
effect  further  drastic  reduction  of  capital  expenditures.  The  Divi- 
sion of  Capital  Expenditures  suspended  all  improvements  previously 
authorized  except  where  it  was  necessary  to  continue  the  work  to 
insure  safety,  or  where  the  project  had  been  so  far  advanced  that 
to  stop  the  work  would  be  more  expensive  than  to  continue  it,  or 
where  the  railroad  companies  were  willing  to  furnish  the  funds. 
While  Congress  in  June,  1919,  passed  an  appropriation  for  the 
Railroad  Administration,  this  was  not  sufficient  to  meet  its  needs,  so 
that  the  extremely  limited  improvement  policy,  forced,  first,  by  the 
character  of  the  tenure  of  Federal  Control  at  that  time,  and  second, 
by  the  failure  of  Congress  to  appropriate  sufficient  funds,  had  to 
be  continued  to  the  end  of  Federal  Control.  These  conditions  were 
intensified  by  the  fact  that  by  June,  1919,  it  was  clearly  understood 
that  Federal  Control  would  end  on  the  following  December  31,  so 
that  onlv  about  six  months  remained,  a  time  too  short  to  make  and 
effectuate  plans  for  improvements  even  if  there  had  been  no  other 
difficulties. 

Throughout  1919  and  until  the  end  of  Federal  Control  the  Divi- 
sion of  Capital  Expenditures  undertook  to  keep  in  close  touch  with 
the  officers  of  the  carrier  corporations  so  as  to  make  sure,  as  far  as 
practicable,  that  even  the  limited  capital  expenditures  entered  upon 
were  agreeable  to  the  respective  corporations  and  that  the  cost 
thereof  would  be  acknowledged  as  obligations  on  their  part. 

Nearly  all  betterments  to  existing  railroad  property  involve  an 
operating  charge  as  well  as  a  charge  to  capital  account.  The  ap- 
portionment of  the  total  cost  between  these  two  accounts  called  for 
careful  attention  on  the  part  of  the  Division  of  Capital  Expenditures 
and  the  Accounting  Division  and  for  frequent  argument  between 
the  local  accounting  officers  representing  respectively  the  Railroad 
Administration  and  the  railroad  corporations.  This  grew  out  of  the 
divergence  in  interest  arising  from  the  fact  that  the  Railroad  Ad- 
ministration had  to  bear  the  operating  charge  and  the  railroad  cor- 
porations the  capital  charge.  Toward  the  end  of  Federal  Control, 
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when  the  Railroad  Administration  could  get  no  benefit  from  the  im- 
provement, it  in  some  cases  required  the  railroad  corporation  to  bear 
the  operating  charge. 

In  the  matter  of  equipment,  the  carriers  quite  generally  through- 
out 1919  were  resisting  the  allocation  to  them  of  the  equipment  which 
had  been  ordered  by  the  Railroad  Administration  in  1918.  Each  of 
a  large  number  of  carriers  argued  earnestly  that  it  was  in  no  need 
of  such  equipment  and  therefore  should  not  be  required  to  accept  it 
or  pay  for  it.  This  attitude  of  opposition  to  any  idea  of  additional 
equipment  being  provided  for  the  carriers  still  further  confirmed  the 
Railroad  Administration  in  its  decision  to  order  no  equipment  after 
1918.4 

As  a  result  of  the  inability  in  1918  to  carry  into  execution  the 
very  large  budget  authorized  for  additions,  betterments  and  new 
equipment,  and  of  the  inability  after  1918  either  to  authorize  an 
extensive  budget  or  to  carry  out  what  was  authorized,  the  actual 
capital  expenditures  for  the  entire  period  of  Federal  Control  were 
$1,200,000,000  or  at  the  rate  of  $550,000,000  per  year.  In  the  six 
years  preceding  Federal  Control  capital  expenditures  for  the  rail- 
road companies  averaged  about  $460,000,000  per  year,  and  in  the 
six  years  1921  to  1926,  both  inclusive,  capital  expenditures  averaged 
$590,000,000  per  year.5 

It  is  of  interest  to  note  that  of  the  $1,200,000,000  of  capital  ex- 
penditures during  the  period  of  Federal  Control  the  carrier  corpora- 
tions furnished  approximately  $50,000,000,  principally  for  equip- 
ment. 

The  Division  of  Capital  Expenditures  in  its  contacts  with  the 
various  carrier  corporations  found  that  there  was  great  variety  of 

4  For  a  time  after  the  expiration  of  Federal  Control  there  was  a  disposition 
in  railroad  quarters  to  criticize  the  Railroad  Administration  for  not  ordering 
more  freight  cars.  But  the  conditions  outlined  in  this  chapter  were  conclusive 
against  larger  orders  by  the  Railroad  Administration.  See  Chapter  VII  for 
resistance  offered  by  the  railroad  companies  to  accepting  cars  which  were 
ordered. 

5  The  expenditures  for  equipment  ordered  directly  by  the  Railroad  Ad- 
ministration (the  "allocated"  equipment)  in  most  cases  were  not  reported  to 
the  Interstate  Commerce  Commission  by  the  individual  carriers  until  1920, 
so  that  the  statistics  of  capital  expenditures  for  1918  and  1919  published  by 
the  Interstate  Commerce  Commission  are  somewhat  understated. 
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method  in  dealing  with  their  capital  expenditures.  Some  companies 
pursued  a  well-defined  course  in  preparing  a  budget  within  their 
resources  and  taking  timely  steps  to  finance  the  projects  upon  which 
they  entered.  Others  prepared  only  a  partial  budget  and  left  much 
latitude  to  local  officials,  with  the  result  that  large  sums  were  ex- 
pended before  the  matter  of  financing  was  appropriately  dealt  with. 
Others  appeared  to  prepare  no  budget  and  make  no  adequate  provi- 
sion for  financing.  The  Division  of  Capital  Expenditures,  employing 
the  accounting  rules  prescribed  by  the  Interstate  Commerce  Com- 
mission as  a  foundation,  adopted  the  best  practices  of  the  conserva- 
tively managed  railroads  under  private  control  and  endeavored  to 
encourage  the  introduction  of  those  practices  as  a  standard  through- 
out the  country  in  the  hope  that  they  might  serve  as  a  useful  prece- 
dent, and  stimulate,  to  a  degree  more  general  than  was  the  case  be- 
fore the  War,  active  watchfulness  in  connection  with  authorizations 
for  additions,  betterments,  road  extensions  and  the  purchase  of 
equipment,  and  the  closer  and  more  prompt  accounting  for  expendi- 
tures made  therefor.  A  number  of  railroads  have  continued  these 
methods  since  Federal  Control. 


Finance. 

One  of  the  purposes  of  Federal  Control  of  railroads  was  to  enable 
the  railroad  companies  to  cope  with  financial  problems  which,  on 
account  of  war  conditions,  had  become  too  difficult  for  many  of  them 
to  meet  in  a  satisfactory  way.  Bonds  were  maturing  and  had  to  be 
paid  off  or  refunded  in  a  money  market  which  was  preempted  by  the 
Government  for  war  purposes.  Money  had  to  be  raised  in  the  same 
money  market  for  additions  and  betterments  which  the  railroad  com- 
panies had  already  authorized  and  which  were  in  process  of  construc- 
tion and  which  had  to  be  paid  for  as  the  work  proceeded,  and  in 
addition  money  had  to  be  raised  for  further  new  additions  and  bet- 
terments which  ought  to  be  authorized  to  enable  the  corporations  to 
enlarge  their  capacity  to  handle  the  war  business  to  the  best  advan- 
tage. Money  must  also  be  found  to  pay  for  the  increasing  cost  of 
labor  and  of  materials  and  supplies  necessary  for  current  operation. 
It  was  also  necessary  to  raise  money  to  pay  current  interest  on  funded 
debt,  and  it  was  highly  important  to  raise  money  to  pay  current  divi- 
dends. Along  with  increased  operating  costs  the  carriers  were  suffer- 
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ing  because  of  their  inability  to  get  increased  rates.  The  sum  of  all 
these  factors  made  the  cash  situation  of  the  railroad  companies  as 
a  whole  extremely  difficult  at  the  beginning  of  Federal  Control.  At 
that  time  it  was  a  serious  question  whether  the  total  cash  and  cash 
assets  available  in  the  treasuries  of  the  railroad  companies  were  suffi- 
cient to  meet  the  immediately  pressing  demands  for  cash  for  the  pur- 
poses above  outlined.  While  some  of  the  railroad  companies  had  a 
sufficiently  strong  cash  position  to  enable  them  on  January  1,  1918, 
to  meet  all  cash  demands  then  existing  and  immediately  in  prospect, 
this  was  far  from  being  generally  true. 

The  Railroad  Administration's  financial  problems  were  much 
broader  than  they  would  have  been  if  the  Administration  had  been 
able  to  start  on  January  1,  1918,  free  from  any  connection  with  the 
then  existing  necessities  of  the  carrier  corporations  in  respect  of 
their  pending  commitments.  If  such  severance  had  been  both  pos- 
sible and  desirable,  the  Railroad  Administration  would  simply  have 
had  to  operate  the  railroads  and  at  stated  times  account  for  the 
rentals,  leaving  the  carrier  corporations  themselves  to  find  the  cash 
to  take  care  of  their  own  debts.  This,  however,  was  not  the  theory 
underlying  the  Government's  taking  possession  of  control  of  the  rail- 
roads. An  important  part  of  that  theory  was  to  help  the  financial 
situation.  Therefore,  as  a  practical  matter,  on  the  very  day  that 
Federal  Control  began,  it  immediately  became  the  concern  of  the 
Government  to  see  that  the  cash  was  forthcoming  to  enable  the  car- 
rier corporations  to  pay  their  unpaid  bills,  to  pay  their  interest  and 
dividends,  and  to  pay  at  maturity  the  bonds  falling  due  from  time  to 
time. 

These  tasks  were  far  from  simple.  At  the  outset,  the  Railroad 
Administration  had  access  to  no  funds  whatever  except  those  then 
in  the  treasuries  of  the  railroad  companies.  No  appropriation  was 
made  by  Congress  until  March  21,  1918.  Ordinarily,  one  would  as- 
sume that  in  taking  over  a  going  concern  like  the  railroad  industry 
of  the  country  there  would  be  current  cash  earnings  from  operation 
which  would  be  available  for  meeting  pressing  cash  demands  of  the 
character  above  referred  to.  But  the  Railroad  Administration  was 
confronted  with  the  difficulty  that  the  first  two  months  of  its  opera- 
tion of  the  railroads,  January  and  February,  were  normally  the 
poorest  earning  months  in  the  year.  Moreover,  in  1918,  January 
and  February  were  far  worse  than  usual  because  of  the  serious  con- 
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gestion  of  traffic  when  Federal  Control  began,  the  unprecedented 
severity  of  the  weather  and  the  great  increase  in  expenses  without 
increase  in  rates.  In  the  average  January  and  February  of  the  "test 
period"  (the  three  years  ending  June  30,  1917),  the  railroads  had 
net  railway  operating  income  of  $102,000,000,  but  in  January  and 
February  of  1918  the  railroads  had  railway  operating  income  of 
only  $8,954,000  and  this  was  true  even  though  there  were  no  charges 
into  those  months  for  wage  increases  by  the  Railroad  Administration, 
since  no  such  increases  were  established  until  the  following  May. 

But  for  the  Government's  taking  control  of  the  railroads  at  the 
beginning  of  1918,  many  of  those  railroads,  with  liabilities  exceeding 
current  assets  at  the  end  of  December,  1917,  would  have  found  them- 
selves so  situated  that  they  could  not  meet  their  obligations,  and  this 
condition  would  have  been  greatly  intensified  and  extended  by  the 
extraordinarily  bad  conditions  in  January  and  February,  1918. 
Federal  Control  averted  numerous  financial  disasters  among  the  rail- 
roads, but  this  merely  emphasized  the  exceptional  difficultv  of  the 
financial  problems  which  confronted  the  Railroad  Administration. 

As  Congress  provided  no  financial  assistance  for  the  Railroad 
Administration  until  March  21,  1918,  the  ability  of  the  different 
railroads  to  pay  their  current  expenses  was  dependent  on  the  situa- 
tion of  the  respective  railroad  treasuries.  Since  a  great  many  were 
in  extremely  unsatisfactory  condition  at  the  beginning  of  Federal 
Control  and  the  cash  results  of  the  first  two  months'  operations 
were  so  extremely  poor,  the  payment  of  any  bills  had  to  be  deferred. 

The  extremely  unsatisfactory  cash  position  at  the  beginning  of 
Federal  Control  is  shown  by  the  fact  that  current  liabilities  were  in 
excess  of  current  assets  (excluding  materials  and  supplies),  on  over 
half  of  the  Class  I  railroads,  and  on  final  accounting  after  the  end  of 
Federal  Control  it  was  found  that  the  Railroad  Administration,  in 
addition  to  advancing  money  to  the  corporations  for  refunding  pur- 
poses and  for  capital  expenditures,  had  paid  for  the  railroad  com- 
panies other  corporate  liabilities  to  the  extent  of  $112,162,000  in 
excess  of  its  receipts  of  corporate  assets  convertible  into  cash. 

To  deal  with  these  problems  and  the  others  incident  to  the  finan- 
cial aspects  of  the  Railroad  Administration,  a  financial  division 
was  created  on  February  9,  1918,  which,  at  the  outset,  was  combined 
with  the  purchasing  division  under  the  title  of  Division  of  Finance 
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and  Purchasing.  In  March,  1919,  it  was  divided  into  a  Division  of 
Finance  and  a  Division  of  Purchases. G 

The  financial  division  in  addition  to  dealing  with  the  general 
financial  matters  above  outlined,  and  as  incident  thereto,  was  charged 
with  the  responsibility  of  approving,  when  in  the  public  interest,  the 
issue  of  bonds  and  other  obligations  by  carrier  corporations  for  cor- 
porate purposes  such  as  refunding  existing  indebtedness  and  raising 
new  capital.  The  division  also  had  the  responsibility  of  determining 
what  dividends  might  be  paid,  if  any,  in  excess  of  the  regular  divi- 
dends paid  during  the  three  years  ending  June  30,  1917,  or  in  cases 
where  no  dividends  or  no  regular  dividends  were  paid  in  that  period. 
These  powers  were  vested  in  the  President  by  the  Federal  Control 
Act  (Sections  5  and  7).  It  was  also  necessary  for  the  financial  divi- 
sion to  determine  what  payments  or  advances  should  be  made  to  the 
carrier  corporations  to  enable  them  to  meet  their  commitments  in- 
cluding their  regular  dividends,  it  being  the  policy  of  the  Railroad 
Administration  to  avoid  the  suspension  of  interest  payments  or  of 
ordinary  dividends  wherever  possible.  It  was  for  the  financial  divi- 
sion to  determine  whether  amounts  paid  to  the  carrier  corporations 
should  be  treated  merely  as  payments  of  compensation  or  as  advances 
which  the  carrier  corporations  promised  to  repay.  Because  of  the 
heavy  expenditures  for  the  account  of  the  carriers  especially  for 
capital  expenditures,  which  the  corporations  would  be  obligated  to 
repay,  there  was  extreme  doubt  as  to  the  extent  to  which,  if  at  all, 
particular  carriers  might  be  entitled  to  collect  compensation  from  the 

6  John  Skelton  Williams,  Comptroller  of  the  Currency,  was  appointed 
Director  of  the  Division  of  Finance  and  Purchasing.  He  associated  with  him 
an  Advisory  Committee  on  Finance,  consisting  of  Franklin  Q.  Brown,  Chair- 
man, Festus  J.  Wade,  Frederic  W.  Scott  and  James  N.  Wallace.  In  March, 
1919,  Mr.  Williams  resigned  as  Director  of  this  division  and  instead  two  new 
divisions  were  organized,  that  of  Finance  and  that  of  Purchases.  Swagar 
Sherley,  former  Chairman  of  the  Appropriations  Committee  of  the  House  of 
Representatives,  was  then  appointed  Director  of  the  Division  of  Finance  and 
held  that  position  until  the  fall  of  1920,  when  he  resigned  to  resume  the  prac- 
tice of  the  law.  He  was  assisted  by  a  Finance  Committee,  consisting  of  John 
Skelton  Williams,  Chairman,  Franklin  Q.  Brown  and  Frederic  W.  Scott. 
C.  B.  Eddy  was  Associate  Director  of  the  Division  of  Finance.  D.  C.  Por- 
teous,  who  was  Secretary  of  the  Seaboard  Air  Line  Railroad  Company  prior 
to  Federal  Control,  was  Assistant  Director  of  the  Division  of  Finance 
throughout  Federal  Control  and  afterwards  became  Director  of  the  Division 
under  Director  General  Davis. 
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Government,  and  therefore  as  a  matter  of  prudence  the  amounts  ad- 
vanced to  such  carriers  were  to  a  large  extent  treated  for  the  time 
being  as  advances  to  be  repaid  rather  than  as  payments  of  com- 
pensation. The  financial  division  also  had  to  determine  what,  if 
any,  securities  of  the  corporation  would  be  purchased  by  the  Railroad 
Administration  and  at  what  prices. 

After  the  appropriation  made  by  the  Act  of  March  21,  1918,  the 
Railroad  Administration  in  various  instances  in  1918  advanced  the 
cash  necessary  to  enable  carrier  corporations  to  pay  maturing  obli- 
gations. But  even  in  1918  it  was  the  purpose  of  the  financial  divi- 
sion to  require  the  carrier  corporations  to  do  their  own  refunding  at 
rates  of  interest  which  the  division  was  willing  to  approve  as  reason- 
able. At  times  there  were  serious  differences  of  opinion  between  the 
division  on  the  one  hand  and  the  carrier  corporations  and  their 
bankers  on  the  other  as  to  what  were  reasonable  terms  for  such  re- 
financing. But  these  matters  were  finally  adjusted  so  that  the  re- 
financing could  be  accomplished. 

Reference  has  been  made  above  to  the  extremely  difficult  cash 
situation  in  the  first  months  of  1918.  This  was  materially  improved 
when  the  appropriation  of  $500,000,000  became  available  in  March, 
1918,  but  the  situation  was  never  easy.  Beginning  in  April,  1918, 
the  financial  division  was  able,  to  a  considerable  extent,  to  mobilize 
the  cash  resources  of  the  Railroad  Administration  by  transferring 
cash  from  one  railroad  to  another  so  as  better  to  equalize  the  cash 
supply.  A  great  deal  of  cash  was  needed  for  the  benefit  of  the  cor- 
porations in  connection  with  refunding  where  the  Railroad  Admin- 
istration aided  the  carrier  corporations  and  in  connection  with  capi- 
tal expenditures  and  betterments.  There  were  also  heavjf  demands  for 
cash  for  the  benefit  of  the  Administration  in  connection  with  the  ex- 
tremely unfavorable  operations  in  the  early  months  of  the  year  before 
the  increases  in  transportation  rates  could  be  made.  Moreover,  in 
the  summer  of  1918  the  Railroad  Administration  had  to  pay  em- 
ployees approximately  $200,000,000  for  increases  in  wages  for  the 
months  January  to  May,  both  inclusive.  During  the  rest  of  the  )Tear 
the  increased  transportation  rates  were  a  distinct  help  to  the  operat- 
ing situation  although  operating  expenses  steadily  increased.  The 
increased  operating  revenues,  however,  were  not  sufficient  to  enable 
the  Railroad  Administration  to  take  care  of  the  demands  for  cash 


EXPENDITURES,  FINANCE  AND  ACCOUNTING  133 


to  meet  corporate  liabilities  including  expenditures  for  additions, 
betterments  and  new  equipment. 

As  a  consequence,  at  tbe  end  of  1918  the  cash  situation  was  de- 
cidedly critical.  The  Administration  had  had  to  pay  in  the  way  of 
compensation,  loans  or  advances  to  carrier  corporations,  investments 
in  carrier  securities,  corporate  liabilities  in  excess  of  assets  collected, 
additions  and  betterments  and  equipment  more  than  $1,200,000,000. 
The  entire  net  railway  operating  income  for  1918  together  with  all 
of  the  appropriation  made  for  the  Railroad  Administration  by  Con- 
gress in  1918  aggregated  only  $1,216,233,000.  There  is  shown  as 
an  appendix  to  this  chapter  a  consolidated  statement  of  receipts  and 
expenditures  for  the  twelve  months  ended  December  31,  1918.  This 
statement  shows  cash  on  hand  December  31,  1918,  of  $322,54)8,000 
but  most  of  this  had  to  be  left  in  the  hands  of  the  Federal  Treasurers 
on  the  respective  railroads  to  meet  their  daily  working  needs  and 
exclusive  of  such  working  funds  the  Railroad  Administration  had 
on  hand  only  $78,000,000  in  cash. 

The  situation  was  rapidly  becoming  more  serious  because  of  the 
alarming  slump  in  business  which  was  so  reducing  the  revenues  from 
operation  that  they  were  barely  able  to  pay  operating  expenses  with 
no  provision  for  paying  the  rentals  for  the  railroads,  or  for  neces- 
sary capital  expenditures  for  equipment  and  additions  and  better- 
ments. 

As  is  explained  in  Chapter  XV  on  Rates,  the  general  situation 
was  not  susceptible  of  correction  through  increasing  the  rates  be- 
cause to  a  large  extent  the  needs  for  cash  grew  out  of  payments  on 
account  of  the  carriers  for  capital  purposes  which  could  not  be 
offset  by  rate  increases — the  latter  naturally  relating  only  to  cur- 
rent operations — and,  moreover,  it  was  commercially  impracticable 
to  impose  rate  increases  at  a  time  of  a  heavy  slump  in  business. 

Thus  at  the  outset  of  1919  the  Railroad  Administration  was  in 
serious  need  of  a  very  large  appropriation  to  admit  of  its  meeting 
promptly  its  bills  which  already  toward  the  end  of  1918  had  begun 
to  accumulate  because  of  shortage  of  cash,  and  to  meet  its  obliga- 
tions for  additions  and  betterments  being  constructed  and  for  equip- 
ment being  delivered,  as  well  as  to  meet  the  needs  of  the  railroad 
companies  for  payments  on  the  rentals  due  them.  Therefore,  in 
January,  1919,  the  Director  General  applied  to  Congress  for  an 
appropriation  of  $750,000,000.  The  House  passed  the  appropria- 
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tion  and  it  was  favorably  reported  in  the  Senate  by  the  Committee 
on  Appropriations,  but  as  a  result  of  a  filibuster  the  Senate  ad- 
journed for  the  term  at  noon  on  March  4,  1919,  without  the  pas- 
sage of  this  appropriation. 

The  failure  of  this  appropriation  under  these  circumstances  was 
a  remarkable  instance  of  a  necessary  and  non-partisan  measure 
failing  for  purely  partisan  reasons.  There  was  a  general  conviction 
in  public  life,  regardless  of  party  alignments,  that  it  was  necessary 
for  the  Government  to  retain  control  of  the  railroads  until  Congress 
could  complete  its  legislation.  There  was  general  understanding  that 
in  the  absence  of  a  prompt  and  adequate  appropriation  to  meet  the 
indispensable  requirements  of  the  situation,  the  interests  of  business 
men  and  their  employees  and  of  railroad  bondholders  and  stock- 
holders might  be  put  in  jeopardy.  There  was  general  appreciation 
of  the  view  that  it  was  contrary  to  the  public  interest  to  encourage 
still  further  discontinuance  of  industrial  activity  and  to  promote 
further  increase  in  unenqjloyment,  thereby  adding  to  the  general 
business  depression.  It  was  known  that  the  failure  of  this  appropria- 
tion might  involve  serious  pecuniary  embarrassment  to  equipment 
manufacturing  concerns,  coal  mines  and  other  industries  supplying 
materials  and  supplies  to  the  railroads,  construction  concerns  en- 
gaged in  railroad  work,  et  cetera,  and  to  railroad  bondholders  and 
stockholders.  But  regardless  of  these  considerations  the  appropria- 
tion was  allowed  to  fail,  and  this  was  done  deliberately  for  purposes 
of  partisan  politics. 

Drastic  steps  had  to  be  taken  at  once  to  meet  the  acute  situation 
thus  brought  about.  To  help  meet  the  crisis,  the  War  Department 
promptly  paid  the  Railroad  Administration  $100,000,000  on  ac- 
count of  transportation  services  which  had  been  rendered  but  had 
not  been  vouchered  according  to  the  ordinary  technical  procedure. 
The  Navy  Department  paid  $10,000,000  in  a  similar  manner.  The 
War  Finance  Corporation  loaned  the  Railroad  Administration 
$50,000,000,  taking  as  collateral  securities  which  carrier  corpora- 
tions had  pledged  with  the  Railroad  Administration  for  loans  made. 
Thus  by  these  methods  $160,000,000  was  added  to  the  $14,500,000 
that  the  Central  Treasury  had  been  able  to  retain  as  a  result  of  re- 
fraining from  the  prompt  payment  of  bills. 

The  Pennsylvania  Railroad  Company,  being  anxious  to  prevent 
serious  embarrassment  to  industries  along  its  railroad,  such  as  coal 
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mines  supplying  materials  and  supplies  to  the  railroad,  came  for- 
ward and  paid  the  Railroad  Administration  $22,000,000  in  cash  on 
account  of  expenditures  made  by  the  Director  General  for  additions 
and  betterments  on  the  Pennsylvania  Railroad  and  this  money  was 
used  by  the  Federal  treasurers  on  the  Pennsylvania  lines  in  paying 
their  most  pressing  bills. 

But  these  expedients  did  not  begin  to  produce  enough  cash  to 
meet  the  urgent  demands  of  the  various  railroad  companies  for 
advances  on  account  of  compensation  to  enable  them  to  pay  their 
interest  and  taxes,  corporate  expenses  and  in  some  instances  divi- 
dends. To  meet  this  situation  the  Railroad  Administration  issued 
certificates  of  indebtedness  which  had  no  maturity,  but  which  were 
5  per  cent  obligations  of  the  Director  General  not  subject  to  being 
set  off  under  the  contracts  with  the  railroad  corporations.  Promi- 
nent bankers  as  well  as  the  War  Finance  Corporation  were  induced 
to  come  to  the  help  of  the  carrier  corporations  by  lending  them 
money  upon  their  obligations  with  these  certificates  as  collateral. 
Since  the  carrier  corporations  might  have  to  pay  more  than  5  per 
cent  interest  on  the  money  thus  borrowed,  the  Railroad  Adminis- 
tration agreed  to  reimburse  the  railroad  corporations  to  the  extent 
of  what  they  might  have  to  pay  in  excess  of  5  per  cent,  but  not  ex- 
ceeding 1  per  cent  additional.  The  Railroad  Administration  thus 
issued  $193,272,970  of  its  certificates  to  carrier  corporations. 

There  was  also  extreme  need  for  cash  on  the  part  of  manufacturers 
of  equipment  which  was  being  finished  and  delivered.  The  Railroad 
Administration  issued  similar  certificates  of  indebtedness  to  the 
equipment  companies  to  an  amount  of  $91,6-15,275. 

The  Railroad  Administration,  as  is  pointed  out  above  in  connec- 
tion with  capital  expenditures,  imposed  further  drastic  curtailment 
of  additions  and  betterments  work. 

Federal  treasurers  were  required  to  defer  the  payment  of  bills  as 
far  as  practicable. 

As  a  result  of  all  these  expedients  involving  very  great  inconven- 
ience and  concern  to  business  interests  in  many  parts  of  the  country, 
the  crisis  was  tided  over  until  Congress,  which  met  in  extra  session 
in  May,  1919,  passed  an  appropriation  of  $750,000,000  for  the 
Railroad  Administration.  In  view  of  the  increasing  commitments 
which  had  necessarily  developed  between  January  and  May,  the 
Director  General  applied  to  the  extra  session  of  Congress  in  May 
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for  an  appropriation  of  $1,200,000,000.  Congress  cut  the  appro- 
priation down  to  $750,000,000,  which  was  not  enough  to  meet  the 
cash  situation  as  it  existed  at  the  time  the  appropriation  was  made, 
but  even  the  $750,000,000  went  far  to  relieve  the  extreme  and  in- 
jurious tension  and  interference  with  normal  business  activities  which 
had  existed  ever  since  the  failure  of  the  appropriation  through  the 
non-action  of  the  Senate  on  March  4>, 1919. 

As  soon  as  the  Congressional  appropriation  referred  to  became 
available,  the  Division  of  Finance  took  steps  to  pay  off  the  certifi- 
cates of  indebtedness.  By  full  cooperation  with  the  banking  interests, 
$245,000,000  of  certificates,  out  of  a  total  of  $285,000,000,  were 
paid  in  a  single  day  without  appreciable  disturbance  of  money  bal- 
ances in  any  part  of  the  country. 

No  further  appropriation  was  made  by  Congress  for  the  aid  of  the 
Railroad  Administration  until  March  1, 1920,  on  which  date  Federal 
Control  of  railroads  terminated.  Although  the  cash  situation  during 
the  summer  and  early  fall  of  1919  was  somewhat  improved  by  the 
large  increase  in  traffic  following  the  recovery  from  the  business 
depression  of  the  winter  and  spring  of  1919,  the  Railroad  Adminis- 
tration was  not  able  at  any  time  during  1919  to  enjoy  a  comfortable 
cash  situation,  because  all  that  it  had  received  in  its  two  appropria- 
tions aggregating  $1,250,000,000  had  not  sufficed  to  enable  it  to 
meet  all  the  outlays  it  had  made  (1)  to  take  care  of  bills  outstanding 
at  the  beginning  of  Federal  Control,  (2)  to  pay  for  additions  and 
betterments,  including  equipment,  (3)  to  make  advances  to  pay  off 
maturing  debts  of  some  of  the  railroads  and  (4?)  to  make  sufficient 
payments  or  advances  on  rentals  to  enable  the  railroad  companies  to 
pay  their  interest  and  dividends,  et  cetera. 

As  is  explained  in  the  chapter  relating  to  Purchases,  the  Rail- 
road Administration  in  1918  ordered  1930  locomotives  and  100,000 
freight  cars.  These  were  to  be  allocated  to  the  various  railroad  com- 
panies. The  railroad  companies  were  unable  to  reimburse  the  Rail- 
road Administration  therefor  and  could  not  afford  to  have  the  cost 
thereof  deducted  from  the  compensation  due  by  the  Government  as 
rental  for  the  railroads.  The  Railroad  Administration  therefore  had 
to  supply  the  cash  necessary  to  pay  for  this  equipment.  It  was  im- 
portant for  the  Administration  to  have  some  marketable  security 
which  under  favorable  conditions  the  Government  would  be  able  to 
sell.  During  1919  therefore,  the  Division  of  Finance,  in  cooperation 
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with  the  Division  of  Purchases  and  the  Division  of  Law,  worked  out 
a  plan  for  the  issue  of  equipment  trust  obligations  by  the  carriers  to 
cover  the  equipment  in  question.  After  the  end  of  Federal  Control 
the  Railroad  Administration  under  Director  General  Davis  sold 
practically  all  of  these  equipment  trust  obligations  and  thereby  re- 
imbursed the  Treasury  to  the  extent  of  approximately  $346,000,000 
for  expenditures  made  during  the  course  of  Federal  Control  on  ac- 
count of  such  equipment. 

On  account  of  the  exceptionally  critical  situation  of  the  New  York, 
New  Haven  &  Hartford  Railroad  Company  (referred  to  below  as 
the  New  Haven),  at  the  beginning  of  Federal  Control,  and  on  ac- 
count of  the  extent  to  which  its  securities  were  interwoven  in  the 
general  financial  fabric  in  New  England,  a  policy  of  special  assist- 
ance to  the  New  Haven  was  followed  in  order  to  help  protect  the 
general  financial  situation  of  the  country.  A  New  Haven  note  issue 
of  $43,964,000  was  due  April  1,  1918,  just  before  the  Third  Liberty 
Loan  drive.  The  advice  of  bankers  was  that  it  was  impossible  to  sell 
New  Haven  notes  on  the  open  market  on  any  terms  at  that  time. 
The  outstanding  and  maturing  notes  were  so  widely  held  that  their 
non-payment  would  have  had  a  disastrous  effect  on  the  general  finan- 
cial situation.  Therefore,  the  Railroad  Administration  lent  the  New 
Haven  the  $43,964,000,  taking  the  same  collateral  which  had  been 
put  up  to  secure  the  maturing  notes.  Subsequently,  various  addi- 
tional amounts  were  loaned  the  New  Haven  to  fund  its  current  in- 
debtedness to  the  Government,  to  pay  for  its  additions  and  better- 
ments, and  for  other  readjustments,  with  the  result  that  the  total 
amount  of  New  Haven  notes  held  by  the  Director  General  Decem- 
ber 31,  1924,  was  $64,000,000.7  The  Railroad  Administration  had 
also  held  $4,438,500  of  New  Haven  equipment  trust  notes,  but  these 
were  sold  by  the  Government  prior  to  December  31,  1924. 

At  the  beginning  of  Federal  Control  the  financial  situation  of  the 

7  The  situation  of  the  New  Haven  has  been  stated  at  times  in  such  terms 
as  to  be  open  to  the  construction  that  this  indebtedness  of  $61,000,000  was 
due  to  the  fact  of  Federal  Control  of  Railroads  and  would  never  have  come 
into  existence  but  for  that  control.  But  at  the  beginning  of  Federal  Control, 
70  per  cent  of  that  indebtedness  already  existed  and  threatened  to  precipitate 
a  receivership  of  the  New  Haven  properties  unless  the  Government  came  to 
the  New  Haven's  assistance  by  taking  over  the  debt.  Nor  is  there  anything  to 
show  that  the  New  Haven  would  have  been  able  to  avert  the  equivalent  of  the 
other  30  per  cent  of  this  indebtedness  in  the  absence  of  Federal  Control. 
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Boston  &  Maine  Railroad  was  very  serious  and  its  properties  were 
in  the  hands  of  a  receiver.  The  system  was  made  up  largely  of  leased 
lines  and  there  was  danger  that  it  would  be  unable  to  pay  the  rentals 
therefor  and  that  the  system  would  thereby  disintegrate.  Its  se- 
curities were  widely  held  in  New  England.  In  the  summer  of  1918 
the  Director  General  had  to  spend  as  a  war  measure  considerable 
sums  for  additions  and  betterments  to  the  Boston  &  Maine  system 
on  owned  and  leased  lines  for  which  it  would  be  impossible  to  get 
proper  security  without  reorganizing  the  property.  In  order  to 
facilitate  this  reorganization  and  avoid  a  crisis  which  would  be 
detrimental  to  the  general  financial  situation  and  interfere  with  the 
success  of  the  Liberty  Loan  drives,  the  Director  General  agreed  in 
September,  1918,  to  take  $19,8'79>000  of  ten-year  6  per  cent  bonds 
secured  by  a  mortgage  on  the  Boston  &  Maine  Railroad  property 
and  on  the  property  of  the  leased  lines.  The  reorganization  was  de- 
layed b}^  the  failure  of  the  Senate  to  pass  the  Railroad  Administra- 
tion's appropriation  bill  in  March,  1919,  but  was  eventually  accom- 
plished with  the  Director  General's  aid  as  stated.  The  Railroad 
Administration  subsequently  took  additional  bonds  to  secure  expen- 
ditures for  additions  and  betterments  on  the  Boston  &  Maine  prop- 
erty and  on  December  31,  1924,  held  mortgage  bonds  of  the  Boston 
&  Maine  in  the  amount  of  $26,980,000.  The  Railroad  Adminis- 
tration had  also  held  Boston  &  Maine  equipment  trust  notes,  on 
account  of  allocated  equipment  as  above  explained,  in  the  amount  of 
$6,813,000,  but  these  notes  were  sold  by  the  Government  prior  to 
December  31,  1924. 

Thus  the  Railroad  Administration  aided  the  two  principal  rail- 
road companies  of  New  England  to  the  extent  of  taking  over  their 
indebtedness  in  amounts  aggregating  initially  over  $63,000,000  and 
eventually  the  Railroad  Administration  held  the  obligations  of  these 
two  companies  to  the  extent  of  $90,000,000  in  addition  to  over 
$10,000,000  of  equipment  trust  notes,  which  latter,  however,  were 
sold  by  the  Government  prior  to  December  31,  1924. 

The  Director  of  the  Division  of  Finance  and  the  Comptroller  gave 
much  attention  to  the  financial  and  accounting  problems  which  would 
arise  in  connection  with  the  transfer  of  the  railroads  back  to  private 
control  and  to  the  legislative  provisions  which  would  be  desirable 
to  facilitate  that  transfer.  They  were  active  in  advising  as  to  the 
appropriate  legislation  for  this  purpose  (particularly  Sections  202 
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and  207  of  the  Transportation  Act,  1920),  so  as  to  empower  the 
Railroad  Administration  to  adjust  and  liquidate  all  questions  arising 
out  of  Federal  Control  and  so  as  to  provide  adequate  funds  for  that 
purpose.  These  provisions  enabled  the  Railroad  Administration  after 
the  end  of  Federal  Control  to  make  expeditious  and  favorable  settle- 
ments. The  absence  of  similar  power  touching  the  liquidation  of 
many  other  war  activities  occasioned  a  great  deal  of  litigation  and 
delay.  In  anticipation  of  the  coming  into  effect  of  the  Transporta- 
tion Act,  1920,  the  Director  of  the  Division  of  Finance  and  the 
Comptroller  had  to  take  the  following  measures : 

1.  The  amount  of  working  capital  that  would  be  required  by  each 
carrier  to  conduct  its  operations  after  the  end  of  Federal  Control 
on  February  29,  1920,  was  determined  so  that  money  could  be  ad- 
vanced by  the  Director  General  for  this  purpose  until  receipts  from 
current  operations  were  sufficient  to  meet  the  requirements. 

2.  Provision  had  to  be  made  for  the  disposition  of  cash  received 
by  collection  of  the  assets,  and  the  methods  to  be  followed  in  the 
payment  of  the  liabilities,  of  the  Railroad  Administration  subse- 
quent to  February  29,  1920.  (General  Order  No.  68.) 

3.  Provision  also  had  to  be  made  for  the  accounting;  to  be  fol- 
lowed  in  the  segregation  of  interests  as  of  February  29,  1920  (Gen- 
eral Orders  Nos.  66  and  67),  and  the  taking  of  inventories  of  mate- 
rials and  supplies  as  of  that  date.  (General  Order  No.  68.) 

Fire  Insurance. 

In  line  with  the  established  policy  of  the  Government  to  insure 
its  own  risks,  the  Railroad  Administration  decided  to  become  its 
own  insurer  and  the  administration  of  its  policy  in  this  regard  was 
confided  to  the  financial  division.  On  April  30,  1918,  the  railroad 
managements  were  instructed  not  to  renew  any  expiring  fire  insur- 
ance policies  on  property  in  Federal  Control  and  not  to  take  out 
any  new  fire  insurance  policies  upon  such  property.  Existing  policies 
were  not  disturbed. 

Under  private  control  the  practice  varied  greatly  as  to  fire  in- 
surance. Some  carriers  were  their  own  insurers  virtually  without 
exception.  Other  carriers  made  it  a  point  to  carry  fire  insurance  in 
the  case  of  very  large  and  concentrated  risks.  Others  carried  fire 
insurance  to  an  even  larger  extent.  It  was  estimated  that  at  the  be- 
ginning of  Federal  Control  the  carriers  as  a  whole  were  carrying 
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slightly  over  $2,000,000,000  of  fire  insurance,  but  nearly  all  of  this 
insurance  had  expired  by  the  beginning  of  the  year  1919. 

There  was  organized  in  the  financial  division  a  Fire  Loss  and 
Protection  Section  which,  utilizing  the  then  existing  fire  prevention 
and  insurance  organizations  which  had  already  been  established  by 
some  of  the  carriers,  developed  a  more  comprehensive  fire  prevention 
service.8 

It  appeared  that  there  was  considerable  room  for  improvement  in 
the  fire  prevention  activities  of  some  of  the  railroads.  Extensive 
inspections  of  fire  prevention  apparatus  and  methods  were  con- 
ducted, and  efforts  were  made  to  enlist  the  interest  of  the  Regional 
Directors  and  Federal  Managers  in  greater  attention  to  these  mat- 
ters. It  was  felt  that  encouraging  progress  had  been  made  in  this 
direction,  although  the  duration  of  Federal  Control  was  too  short 
to  admit  of  any  convincing  demonstration.  It  is  believed,  however, 
that  this  work  gave  a  decided  impetus  to  more  general  and  more 
systematic  fire  prevention  methods  by  the  railroad  companies  after 
the  end  of  Federal  Control.  In  the  matter  of  direct  saving  in  the 
amount  of  insurance  premiums  as  compared  with  the  amount  of 
losses  it  was  estimated  that  the  Railroad  Administration,  by  carrying 
its  own  fire  risk,  saved  in  1918  not  less  than  $1,346,970,  and  in 
1919  not  less  than  $2,311,878. 

On  the  contrary,  it  was  found  that  it  was  more  economical  for  the 
Railroad  Administration  to  insure  against  marine  losses  in  the  ma- 
rine insurance  companies  and  therefore  the  practice  of  carrying 
marine  insurance  was  reinstated  with  economical  results  in  1919. 

Accounting. 

Federal  Control  of  railroads  gave  rise  to  new  and  difficult  ac- 
counting problems  of  a  character  not  usually  present  in  railroad 
accounting,  for  there  had  to  be  an  accounting  between  the  owner 

8  The  Fire  Loss  and  Protection  Section  was  organized  by  the  appointment 
of  Charles  M.  Raraho  (formerly  Superintendent  and  Secretary  of  the  Mutual 
Fire  Marine  and  Inland  Insurance  Co.,  Philadelphia),  as  Manager.  An  Ad- 
visory Committee  was  created  consisting  of  Theodore  H.  Price,  Chairman, 
R.  M.  Bissell  (President  of  the  Hartford  Fire  Insurance  Co.,  Hartford,  and 
Chairman  of  the  National  Conservation  Committee  and  the  National  Board  of 
Fire  Underwriters),  Charles  E.  Matthcr  of  Philadelphia,  D.  R.  McClennan 
of  Chicago  and  A.  M.  Schoeri  (Chief  Engineer  of  the  Southeastern  Under- 
writers Association  of  Atlanta,  Georgia). 
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of  the  railroad  and  the  operator  of  the  railroad  occupying  very  com- 
plicated relations  to  each  other.  In  order  to  handle  these  matters  the 
Director  General  created  February  9,  1918,  the  Division  of  Public 
Service  and  Accounting.  In  the  early  part  of  1919  this  Division  was 
divided  into  a  Division  of  Accounts  and  a  Division  of  Public  Serv- 
ices.9 

As  far  as  current  operations  were  concerned  the  Federal  account- 
ing officers  on  each  railroad  proceeded  as  the  accounting  officers 
had  done  under  private  control  to  account  for  operating  revenues 
and  operating  expenses  in  accordance  with  the  rules  of  the  Inter- 
state Commerce  Commission.  But,  in  addition,  the  local  Federal 
accounting  officers  had  to  set  up  a  different  and  distinct  set  of  books 
to  record  the  operations  of  the  Railroad  Administration  and  to 
show  the  necessary  segregation  of  interests  as  of  January  1,  1918. 

The  local  accounting  departments  were  also  called  upon  to  pre- 
pare a  large  amount  of  statistical  data  required  by  the  Central 
Administration  in  connection  with  the  analysis  of  Federal  operating 
results.  They  also  had  to  make  a  careful  check  of  the  inventories  at 
the  beginning  and  at  the  end  of  Federal  Control,  including  the  pric- 
ing of  thousands  of  items  of  materials  and  supplies.  Furthermore, 
they  had  to  assemble  a  great  mass  of  statistics  bearing  upon  the 
rates  of  pay  and  prices  of  materials  employed  in  maintenance  dur- 
ing the  test  period  ending  June  30,  1917,  and  during  the  period  of 
Federal  Control,  so  as  to  enable  the  Director  General  to  apply  the 
accounting  test  of  his  maintenance  obligation  under  the  contracts 
with  the  carrier  corporations.  In  addition  they  had  to  carry  on  the 
usual  routine  of  accounting  for  current  railroad  operations.  All  in 
all,  the  local  accounting  officers  were  subjected  to  extreme  burden 

9  Charles  A.  Prouty,  former  member  of  the  Interstate  Commerce  Com- 
mission and  at  the  beginning  of  Federal  Control  the  Director  of  that  Com- 
mission's Bureau  of  Valuation,  was  appointed  February  9,  1918,  the  Director 
of  the  Railroad  Administration's  Division  of  Public  Service  and  Accounting. 
When  that  Division  was  divided  in  1919,  Mr.  Prouty  remained  as  Director  of 
the  Division  of  Accounts,  Max  Thelen  becoming  Director  of  the  Division  of 
Public  Service.  In  January,  1920,  Mr.  Prouty  resigned  as  the  Director  of  the 
Division  of  Accounts  and  thereupon  accounting  matters  of  the  Railroad  Ad- 
ministration were  placed  in  charge  of  George  H.  Parker  as  Comptroller.  Prior 
to  Federal  Control  Mr.  Parker  had  been  Assistant  Comptroller  of  the  Phila- 
delphia &  Reading  Railroad  and  after  Federal  Control  became  Comptroller 
of  that  company. 
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and  strain  and  they  discharged  this  responsibility  in  a  manner  credit- 
able to  them  and  to  the  railroad  accounting  profession. 

But,  along  with  the  increased  burdens  in  the  directions  above  men- 
tioned, the  local  accounting  forces  were  relieved  of  considerable  ac- 
counting work  which  had  been  essential  when  each  railroad  was 
separately  operated  and  therefore  had  to  keep  accounts  with  practi- 
cally every  other  railroad.  Inasmuch  as  during  Federal  Control 
virtually  all  the  railroads  (other  than  the  short  lines),  were  oper- 
ated by  the  Government,  the  Railroad  Administration  took  advan- 
tage of  the  opportunity  to  eliminate  many  phases  of  intercompany 
accounting.  For  example,  accounting  for  hire  of  freight  cars  as 
between  Federal  controlled  railroads  was  eliminated  (although  re- 
stored as  a  convenience  to  the  companies  in  the  last  part  of  Federal 
Control)  ;  the  accounting  for  car  repairs  was  much  simplified;  when 
bills  between  railroads  were  made,  the  debtor  railroad  was  made 
responsible  for  the  correctness  of  the  bill  and  the  creditor  railroad 
was  not  required  to  check  for  clerical  errors ;  the  methods  of  dividing 
between  connecting  lines  the  revenues  on  through  traffic  were  much 
simplified;  and  in  the  adjustment  of  interline  freight  and  passenger 
revenues,  the  destination  road  was  made  responsible  for  checking 
the  accuracy  of  the  accounting  in  the  interest  of  all  lines  over  which 
the  shipment  or  the  passenger  had  moved.  In  such  matters,  there 
was,  in  the  aggregate,  a  very  important  relief  afforded  to  the  local 
accounting  forces,  and  this  enabled  them  the  better  to  deal  with  the 
new  forms  of  accounting  which  were  the  necessary  outcome  of  the 
distinction  which  had  to  be  observed  during  Federal  Control  between 
the  owners  of  the  railroads  and  the  operator  of  the  railroads. 

The  principal  tasks  of  the  central  accounting  force  itself  may 
be  summarized  as  follows:  It  had  to  supervise  the  work  of  the 
local  accounting  forces  and  assemble  their  reports  and  make  consoli- 
dated statements  thereof.  It  had  to  maintain  currently  for  the  fi- 
nancial division  a  complete  statement  of  accounts  between  the  Di- 
rector General  and  each  corporation  whose  property  was  under 
Federal  Control,  taking  into  consideration  not  only  the  separation 
of  accounts  as  made  by  the  local  accounting  forces,  but  also  all  loans 
and  payments  on  account  of  compensation  made  by  the  financial 
division.  It  had  to  check  the  expenditures  of  the  locomotive  and  car 
builders  in  connection  with  the  manufacture  of  locomotives  and 
freight  cars  purchased  directly  hy  the  Director  General  as  ex- 
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plained  in  Chapter  VIII  on  the  Purchase  and  Custody  of  Materials 
and  Supplies.  It  had  to  prepare  accounting  data  for  consideration 
in  connection  with  the  Director  General's  maintenance  obligations 
under  the  contracts  with  the  carriers  and  it  had  to  perform  generally 
the  functions  of  the  accounting  department  of  an  extensive  organiza- 
tion carrj'ing  on  a  great  business  with  extremely  complicated  con- 
tract relationships. 

The  development  of  the  accounting  methods  of  the  Railroad  Ad- 
ministration was  a  matter  of  evolution  and  growth.  Federal  Control 
came  suddenly  without  any  opportunity  to  discuss  or  devise  in  ad- 
vance the  new  accounting  practices  which  would  have  to  be  estab- 
lished to  reflect  the  relations  between  the  railroad  companies  and 
the  Government.  The  complexities  of  these  relationships  became  more 
and  more  apparent  especially  as  the  form  of  the  contract  between 
the  Director  General  and  the  carriers  was  discussed.  As  the  prob- 
lem became  more  clearly  defined,  the  accounting  work  was  developed 
to  cope  with  it. 

The  work  of  the  accounting  division,  and  indeed  the  work  of  the 
Railroad  Administration  in  general,  was  enormously  facilitated  by 
the  reason  of  the  fact  that  for  many  years  there  had  been  a  stand- 
ardized system  of  railroad  accounting,  prescribed  and  enforced  by 
the  Interstate  Commerce  Commission.  Rut  for  this  uniform  svstem 
of  accounts,  the  sudden  transfer  of  the  railroads  from  private  con- 
trol to  government  control  and  the  adjustment  of  the  relations  be- 
tween the  Government  and  the  owners  of  the  railroads  would  have 
involved  the  greatest  confusion.  The  fact  that  there  was  a  well- 
established  and  uniform  system  of  accounting  also  greatly  facilitated 
the  adequate  supervision  of  current  railroad  operations. 


CHAPTER  XIII 


INLAND  WATERWAYS 

The  steps  taken  by  the  Railroad  Administration  for  the  develop- 
ment of  transportation  on  inland  waterways  were  taken  pursuant 
to  a  widespread  sentiment  that  since  so  many  millions  of  dollars 
had  been  expended  by  public  authority  in  putting  inland  waterways 
in  condition  for  navigation,  the  Federal  Government  ought  to  uti- 
lize some  of  the  more  promising  of  those  waterways  to  meet  the 
country's  war  needs  for  transportation.  The  Railroad  Administra- 
tion was  regarded  as  the  logical  governmental  instrumentality  for 
this  purpose  and  there  was  constant  pressure  upon  it  to  this  end. 
The  prevailing  sentiment  found  expression  in  the  Federal  Control 
Act  of  March  21,  1918,  which  authorized  the  President  to  make 
expenditures  for  the  purchase,  construction  or  utilization  and  opera- 
tion of  boats  and  other  transportation  facilities  on  inland,  canal 
and  coastwise  waterways.  (Section  6.) 

One  of  the  functions  of  the  Council  of  National  Defense,  estab- 
lished by  the  Act  of  August  29,  1916,  was  to  investigate  and  make 
recommendations  to  the  President  on  the  utilization  of  inland  water- 
ways. On  June  15, 1917,  the  Council  of  National  Defense  appointed 
a  committee  on  Inland  Water  Transportation  with  Major  General 
W.  M.  Black,  Chief  of  Engineers,  U.S.A.,  as  Chairman.  One  of  the 
concrete  results  of  the  work  of  this  committee  was  the  allotment  of 
$3,860,000  from  the  funds  of  the  Emergency  Fleet  Corporation  for 
the  construction  of  24  steel  barges  and  4  steel  towboats  to  be  used  in 
transporting  Illinois  coal  from  St.  Louis  to  St.  Paul  and  iron  ore  on 
the  return  trip  downstream  to  St.  Louis. 

It  was  realized,  when  the  Railroad  Administration  was  created, 
that  the  taking  of  steps  toward  the  more  effective  utilization  of 
inland  waterways  could  be  better  accomplished  by  the  Railroad  Ad- 
ministration than  by  the  Council  of  National  Defense,  since  the 
latter's  powers  were  largely  advisory.  Accordingly,  on  February 
15,  1918,  the  Inland  Water  Transportation  Committee  of  the  Coun- 
cil of  National  Defense  was  dissolved  and  on  February  16,  1918, 
Director  General  McAdoo  appointed  a  Committee  on  Inland  Water- 
ways consisting  of  the  following: 
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Major  General  W.  M.  Black,  Chief  of  Engineers,  U.S.A.,  Chair- 
man. 

Walter  S.  Dickey  of  Kansas  City,  Mo. 
G.  A.  Tomlinson  of  Duluth,  Minn. 

Colonel  Charles  Keller,  Corps  of  Engineers,  U.S.A.,  Secretary. 

At  a  later  date  there  were  added  to  the  committee  Calvin  Tomp- 
kins of  New  York  and  M.  J.  Sanders  of  New  Orleans. 

This  committee  was  directed  to  investigate  and  report  a  plan  for 
additional  use  of  internal  waterways  for  economical  and  expeditious 
movement  of  traffic  so  as  to  relieve  or  supplement  the  railways  under 
existing  war  conditions,  the  plan  to  be  confined  to  those  waterways 
that  would  effectively  afford  national  relief.1 

Out  of  the  projects  recommended  by  this  committee,  the  Director 
General  acted  favorably  upon  the  committee's  recommendation  for 
the  acquisition  and  operation  of  boats  on  the  New  York  Barge 
Canal,  on  the  Mississippi  River  between  St.  Louis  and  New  Or- 
leans, and  on  the  Warrior  River  from  the  Birmingham  coal  district 
to  Mobile  and  thence  to  New  Orleans  via  the  Mississippi  Sound. 

As  to  the  New  York  Barge  Canal,  which  was  owned  by  the  State 
of  New  York,  but  on  which  only  privately  operated  boats  were  used, 
the  disappointment  as  to  the  resulting  adequate  private  development 
of  fleets  was  such  that  the  Superintendent  of  Public  Works  of  the 
State  in  his  Annual  Report  for  the  year  1918  stated  that  through- 
out 1917  the  State  officials  had  been  unremitting  in  their  efforts  to 
bring  to  the  attention  of  the  Federal  Government  the  transportation 
opportunities  offered  by  the  New  York  canals  and  had  urged  that 
the  Federal  Government  either  assume  control  of  the  movement  of 
traffic  or  furnish  the  necessary  floating  equipment  and  divert  freight 
from  the  congested  rail  lines  to  the  water  route. 

As  to  the  Mississippi  between  St.  Louis  and  New  Orleans  private 
operation  of  boats  had  been  disappointing  and  in  1917  important 
interests  of  New  Orleans  and  St.  Louis  sought  to  form  a  corpora- 
tion to  acquire  and  operate  boats  between  those  two  cities.  Being 
unable  to  secure  priority  orders  for  the  necessary  materials  for  con- 
structing these  boats,  these  interests  urged  the  Director  General  to 
act  and  they  were  instrumental  in  having  included  in  the  Federal 

1  Director  General's  Circular  No.  6. 
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Control  Act  the  provision  above  mentioned  for  the  utilization  and 
operation  of  boats  on  inland  and  coastwise  waterways. 

On  the  Warrior  River,  likewise,  efforts  of  private  operation  of 
boats  had  not  been  reassuring,  although  there  was  quite  a  general 
belief  that  there  was  a  promising  opportunity  to  transport  by  that 
route  coal  to  Mobile  and  New  Orleans,  as  well  as  considerable  other 
heavy  traffic. 

In  May,  1918,  some  250  men,  representing  all  the  important 
business  organizations  of  the  Middle  West  and  Southwest  urged 
upon  the  Director  General  the  immediate  adoption  of  a  governmental 
policy  which  would  insure  waterway  operations  upon  both  the  Mis- 
sissippi and  the  Warrior  Rivers. 

Each  of  these  three  projects  which  the  Director  General  author- 
ized will  be  separately  referred  to.  The  cost  of  the  equipment  con- 
structed or  purchased  for  each  of  these  projects  is  shown  in  the 
appendix  to  this  chapter. 

New  York  Barge  Canal. 

To  correct  various  confused  notions  to  the  contrary  which  had 
some  circulation  in  the  State  of  New  York  during  and  after  Federal 
Control,  it  is  well  to  make  clear  that  the  New  York  Barge  Canal  was 
never  taken  over  by  the  Federal  Government  and  hence  was  never  in 
the  possession  of  or  controlled  by  the  Director  General  of  Railroads. 
That  canal  was  and  is  a  public  highway  owned  and  maintained  by 
the  State  of  New  York  and  has  always  remained  in  the  possession 
and  control  of  the  State.  The  Railroad  Administration  used  this 
canal  for  the  passage  of  boats  owned  or  chartered  by  it  in  common 
with  and  in  the  same  manner  and  on  the  same  terms  as  other  operators 
of  canal  craft.  While  in  1918  most,  if  not  all,  of  the  privately  owned 
craft  were  commandeered  by  the  Government,  and  rental  paid  there- 
for, this  was  not  true  in  1919  and  the  owners  of  such  craft  were  free 
to  operate  as  they  saw  fit  and  to  charge  such  rates  as  they  saw  fit.  The 
general  complaint  with  reference  to  the  canal  rates  charged  by  the 
Railroad  Administration  on  boats  operated  by  it  was  that  they  were 
too  high.  Privately  owned  and  operated  craft  were  free  to  charge 
such  lower  rates  as  their  owners  thought  fit. 

The  Railroad  Administration's  New  York  State  Barge  Canal 
Section  was  created  April  22,  1918,  about  three  weeks  prior  to  the 
opening  of  the  navigation  season.  There  was,  of  course,  no  oppor- 
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tunity  to  provide  any  equipment  except  what  was  already  on  the 
canal.  The  Railroad  Administration  accordingly  leased  numerous 
steamers  and  barges  for  the  summer  and  fall  of  1918,  it  being  neces- 
sary to  contract  to  take  the  masters  of  such  craft  as  well  as  the  boats 
themselves.  These  boats  were  regarded  as  inadequate  in  character ; 
the  arrangements  were  not  satisfactory,  and  were  not  renewed  after 
1918.  The  operations  during  1918  with  these  chartered  vessels  were 
purely  provisional  and  far  from  satisfactory.  Normal  canal  traffic 
was  seriously  interfered  with  by  the  War  and  exceptional  delays  were 
incurred  at  terminals.  Efforts  were  made  by  the  Railroad  Adminis- 
tration to  encourage  the  movement  of  coal  by  the  canal,  but  the  requi- 
site coal  unloading  machinery  was  not  available  along  the  canal,  the 
receivers  of  coal  did  not  wish  to  provide  such  equipment,  and  many 
of  them  preferred  deliveries  by  rail.  Likewise,  the  owners  of  grain 
preferred  to  ship  by  rail.  Apparently  the  rail  movement  was  so  satis- 
factory that  the  grain  shippers  were  not  anxious  to  ship  by  canal. 
At  the  outset  the  canal  rates  were  made  the  same  as  the  rail  rates. 
In  June,  1918,  moderate  differentials  under  the  rail  rates  were  estab- 
lished for  canal  movement,  but  thei'e  was  some  complaint  on  the  part 
of  shippers  that  the  canal  rates  ought  to  be  still  lower. 

The  Railroad  Administration  in  May,  1918,  ordered  51  steel 
barges,  and  in  July,  1918,  ordered  21  concrete  barges.  It  also  pur- 
chased during  1918  5  tugs  and  3  wooden  barges.  Practically  none 
of  the  equipment  ordered  could  be  delivered  during  1918  and  on 
January  1,  1919,  the  Railroad  Administration  had  in  its  possession 
only  3  of  the  concrete  barges  and  none  of  the  steel  barges.  It  also 
had  in  its  possession  the  5  tugs  and  the  3  wooden  barges  it  had 
purchased. 

During  the  navigation  season  of  1919  which  opened  May  15,  the 
Administration  had  the  use  of  48  of  the  steel  barges  which  it  had 
ordered,  and  a  number  of  the  concrete  barges  varying  from  12  to 
20.  But  its  position  as  to  power  was  extremely  unsatisfactory.  The 
5  tugs  it  owned  and  a  few  others  (varying  from  11  to  9)  it  leased, 
did  not  suffice  to  provide  satisfactory  towage  even  between  Buffalo 
and  Troy  and  it  was  necessary  to  contract  with  outside  tugs  for 
towage  between  Troy  and  New  York.  The  conclusion  was  reached 
that  these  difficulties  could  be  best  eliminated  by  the  provision  of  20 
self-propelled  barges  which  would  provide  the  necessary  towage  for 
all  barges  between  Buffalo  and  New  York  and  would  permit  of 
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getting  rid  of  the  tugs  owned  or  leased.  These  self-propelled  barges 
were  ordered  at  a  cost  of  $1,739,996,  but  they  could  not  be  delivered 
until  1920. 

Mississippi  River  between  St.  Louis  and  New  Orleans. 

The  Railroad  Administration  Section  for  the  operation  of  the 
Mississippi  and  Warrior  Rivers  was  established  in  July,  1918.  Satis- 
factory equipment  for  immediate  operation  was  not  available.  The 
Railroad  Administration,  however,  in  order  to  begin  operations, 
purchased  from  the  Kansas  City  &  Missouri  River  Company,  2  tugs 
and  9  barges  and  leased  from  the  United  States  War  Department 
until  June  1,  1919,  20  steel  barges  and  2  tugs  (which  had  been  in 
use  by  the  Corps  of  Engineers  for  River  Improvement),  and  also 
chartered  a  tug  from  a  civilian  owner. 

Operation  was  begun  on  September  28,  1918,  but  the  tugs  proved 
unsatisfactory  and  inadequate,  involving  exceptional  maintenance 
and  transportation  costs,  and  proving  unequal  to  the  performance 
of  the  regular  weekly  service  contemplated  between  St.  Louis  and 
New  Orleans. 

On  account  of  their  defective  character  the  actual  running  time 
of  the  tugs  was  less  than  50  per  cent  of  the  time  in  service.  It  was 
impossible  immediately  to  bring  into  existence  any  plan  of  rail  and 
river  rates,  so  that  the  traffic  was  confined  to  local  river  traffic.  War 
conditions  interfered  with  the  normal  movement  of  traffic,  as,  for 
example,  the  movement  of  sugar  upstream  was  diminished  by  the 
war  zoning  of  sugar. 

Terminals  were  seriously  inadequate.  At  the  end  of  1918  the  city 
of  St.  Louis  was  engaged  in  constructing  a  terminal  and  negotia- 
tions were  in  progress  with  the  city  of  New  Orleans  for  terminals  at 
that  point.  The  Railroad  Administration  had  purchased  a  terminal 
at  East  St.  Louis  from  the  Kansas  City  &  Missouri  Company. 

At  the  end  of  1918  the  Director  General  authorized  the  ordering 
of  6  large  steel  tugs  and  40  steel  barges  of  2,000  tons  each.  By  the 
end  of  1919  only  14  of  these  barges  were  completed  and  the  balance 
were  expected  by  June  1,  1920.  None  of  the  tugs  had  been  delivered 
but  their  deliveries  were  expected  between  March  and  July,  1920. 

The  establishment  of  through  routes  and  joint  rates  by  rail  and 
water,  involving  a  very  fundamental  change  in  traffic  conditions, 
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proved  an  extremely  tedious  matter,  and  this  work  had  not  been 
completed  even  by  the  end  of  1919. 

In  such  circumstances  the  operations  on  the  Mississippi  through- 
out 1918  and  1919  were  only  partial  and  provisional. 

Warrior  River. 

On  the  Warrior  River  likewise  the  conditions  as  to  equipment  were 
such  that  satisfactory  operations  were  not  possible  within  the  limited 
period  of  Federal  Control.  Late  in  the  year  1918,  the  Railroad  Ad- 
ministration purchased  3  tugs,  23  wooden  barges  and  6  self-pro- 
pelled steel  barges,  for  use  between  the  Birmingham  District,  Mobile 
and  New  Orleans.  Because  of  disuse,  this  equipment  required  con- 
siderable reconstruction  and  although  a  portion  of  it  was  in  operation 
by  the  end  of  1918,  it  was  not  all  in  condition  for  operation  until 
July,  1919. 

This  equipment  not  being  regarded  as  adequate,  the  Director 
General  at  the  end  of  1918  authorized,  for  the  service  between  the 
Birmingham  District,  Mobile  and  New  Orleans,  the  construction  of 
4  steel  self-propelled  cargo  barges  and  3  steel  tugs  (none  of  these  7 
boats  was  delivered  until  after  the  end  of  1919),  and  20  wooden 
barges  (which  were  completed  and  in  service  by  the  end  of  1919). 

The  service  on  the  Warrior  River  was  begun  in  December,  1918. 
But  up  to  December  31,  1919,  the  full  capacity  of  the  equipment 
which  had  been  purchased  (as  distinguished  from  that  which  had 
been  and  was  to  be  constructed  on  the  Government's  order)  had 
been  available  for  service  less  than  one-half  of  the  time,  due  to  its 
defective  and  inadequate  character. 

The  establishment  of  rail  and  river  rates  had  been  slow,  but  had 
been  substantially  accomplished. 

It  is  apparent  from  the  foregoing  brief  account  that  as  to  all 
three  of  these  projects,  the  New  York  Barge  Canal,  the  Lower 
Mississippi  and  the  Warrior  River,  the  entire  period  of  1918  and 
1919  had  been  taken  up  in  investigation  and  in  efforts  to  devise  and 
obtain  modern  equipment  of  satisfactory  character,  the  period  of 
development  had  been  merely  begun,  and  there  was  no  opportunity 
for  anything  approaching  normal  operation.  The  difficulties  and 
delay  in  getting  modern  equipment  into  actual  operation,  the  in- 
sufficiency of  the  terminals,  the  lack  of  feeders,  the  war  and  post-war 
disturbances  of  traffic  to  be  transported,  the  inevitable  slowness  in 
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developing  a  disposition  on  the  part  of  shippers  to  change  their 
habits  and  methods  of  business  by  turning  from  rail  transportation, 
which  was  functioning  with  reasonable  satisfaction,  to  a  different 
form  of  transportation,  all  contributed  to  make  the  entire  period 
of  the  Railroad  Administration's  operations  on  these  waterways  a 
period  of  construction  and  adaptation  with  only  partial  develop- 
ment or  operation  rather  than  a  period  of  normal  operation  after 
construction  had  been  completed  and  substantial  development  had 
been  attained. 

In  these  circumstances  there  were  substantial  operating  losses  in 
the  period  of  Federal  Control.  The  expenditures  during  Federal 
Control  and  the  expenditures  subsequently  made  on  account  of 
Federal  Control  may  be  analyzed  as  follows : 

Operating  deficit  January  1,  1918,  to  February  29,  1920  $  2,006,517 

Expenditures  for  fixed  improvements  and  equipment  dur- 
ing Federal  Control*  13,667,022 
Expenditures  subsequent  to  Federal  Control  for  equipment 
contracted  for  by  Railroad  Administration  and  claims 
chargeable  to  Federal  Control  2,629,5 5-i 

Total  $18,303,093 
*  For  details  see  Appendix  to  this  chapter. 

At  the  end  of  Federal  Control  of  railroads,  the  Transportation 
Act  of  1920  was  passed,  being  approved  by  the  President  February 
28,  1920.  This  act  provided  (Section  201)  for  the  transfer  to  the 
Secretary  of  War,  on  the  termination  of  Federal  Control,  of  all 
boats  and  other  transportation  facilities  on  inland,  canal  and  coast- 
wise waterways,  except  facilities  constituting  parts  of  railroads  or 
transportation  systems  over  which  Federal  Control  was  assumed. 
The  Secretary  of  War  was  directed  to  cause  such  facilities  to  be 
operated  so  that  the  lines  of  inland  waterways  transportation,  es- 
tablished by  or  through  the  President  during  Federal  Control, 
should  be  continued.  There  were  likewise  transferred  to  the  Secre- 
tary of  War  any  transportation  facilities  owned  by  the  United 
States  for  operation  on  the  Mississippi  River  above  St.  Louis.  The 
latter  facilities  had  been  developed  not  by  the  Railroad  Administra- 
tion but  by  other  governmental  agencies.  The  Federal  Control  Act 
declared  (Section  500)  that  it  was  the  policy  of  Congress  to  en- 
courage and  develop  water  transportation  and  made  it  the  duty  of 
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the  Secretary  of  War,  with  that  object  in  view,  to  investigate  the 
appropriate  types  of  boats,  the  subject  of  water  terminals  and  con- 
nections with  railroads  and  to  cooperate  with  municipalities  regard- 
ing such  terminals,  and  to  ascertain  whether  inland  waterways  were 
being  utilized  to  the  extent  of  their  capacity,  and  to  disseminate 
information  on  all  these  matters. 

As  a  result  of  the  policy  and  the  requirements  thus  adopted  by 
Congress,  the  Secretary  of  War  has  continued  to  cause  to  be  operated 
the  Lower  Mississippi  and  Warrior  lines  which  had  their  beginning 
during  Federal  Control.  The  barges  and  other  transportation  fa- 
cilities, for  use  on  the  New  York  State  Barge  Canal  and  the  Hudson 
River  between  Buffalo  and  New  York,  and  owned  by  the  Government 
as  a  result  of  the  action  of  the  Railroad  Administration,  were  sold 
by  the  Secretary  of  War  pursuant  to  a  Joint  Resolution  of  Congress 
approved  February  27,  1921.  Congress  provided  b}^  the  Act  of  June 
3,  1924),  for  the  creation  of  an  Inland  Waterways  Corporation,  the 
stock  to  be  held  at  least  at  the  outset  by  the  Government,  to  carry  on 
the  operations  of  any  government-owned  inland,  canal  and  coastwise 
waterways  system  to  the  point  where  the  system  could  be  transferred 
to  private  operation  to  the  best  advantage  of  the  Government.  Be- 
ginning with  the  calendar  year  1925  the  operations  of  the  Lower 
Mississippi  and  Warrior  River  lines  have  been  carried  on  by  this 
corporation. 

Note:  The  matters  dealt  with  in  this  chapter  were  handled  for  the  Railroad 
Administration  after  September  5,  1918,  by  the  Division  of  Inland  Waterways 
which  was  created  on  that  date,  Mr.  G.  A.  Tomlinson,  formerly  President  of 
Duluth,  Superior,  Globe  &  Inter-Ocean  Steamship  Company  being  appointed 
Director  of  the  Division. 


CHAPTER  XIV 


LABOR 

The  Railroad  Administration's  handling  of  labor  questions  con- 
stitutes one  of  the  most  important  subjects  connected  with  Federal 
Control.  This  general  topic  involves  a  consideration  of  the  war  con- 
ditions underlying  the  railroad  labor  situation,  the  developments 
concerning  labor  union  recognition,  the  wages,  working  conditions, 
discipline  and  efficiency  of  the  employees,  as  well  as  the  matter  of 
strikes. 

The  Situation  at  the  Beginning  of  Federal  Control. 

The  train  and  engine  men's  labor  unions,  that  is,  the  "Big  Four," 
or  the  National  Brotherhoods  of  Engineers,  Firemen,  Conductors 
and  Trainmen  respectively,  at  the  beginning  of  Federal  Control,  had 
been  recognized  and  held  contracts  on  practically  all  the  railroads. 
These  contracts  fixed  wages  and  defined  working  conditions  and 
methods  of  discipline.  These  train  and  engine  employees  numbered 
about  330,000  or  about  19  per  cent  of  the  total  railroad  employees.1 
These  Brotherhoods  had  had  their  prestige  immensely  strengthened 
when  in  1916  President  Wilson  and  Congress,  to  avert  a  strike,  es- 
tablished by  the  Adamson  Act  the  basic  eight-hour  day  for  train  and 
engine  service.  This  had  operated  to  encourage  the  move  toward 
organization  of  other  classes  of  railroad  labor  and  had  made  them 
feel  that  they  had  the  sympathy,  and  could  hope  for  the  support,  if 
necessary,  of  President  Wilson  and  Congress. 

The  shopcraf ts — embracing  six  classes :  machinists,  boilermakers, 
blacksmiths,  sheet  metal  workers,  electrical  workers  and  carmen — 
aggregated  about  350,000  employees,  or  20  per  cent  of  the  total 
railroad  employees.  There  were  six  unions  for  these  six  classes,  all 
affiliated  with  the  American  Federation  of  Labor.  While  these  unions 
were  not  countenanced  at  all  on  various  important  railroads,  never- 
theless one  or  more  of  them  had  agreements  on  about  70  per  cent 

1  On  a  few  railroads,  the  switchmen  had  a  separate  organization  known 
as  the  "Switchmen's  Union,"  which  had  about  8,000  members  and  was 
affiliated  witli  the  American  Federation  of  Labor,  while  the  Brotherhoods 
had  no  such  affiliation. 
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of  the  mileage  of  Class  I  railroads.  In  1917  the  principal  south- 
eastern railroads,  including  the  Atlantic  Coast  Line,  Central  of 
Georgia,  Chesapeake  &  Ohio,  Mobile  &  Ohio,  Norfolk  &  Western, 
Seaboard  Air  Line  and  Southern  Railway,  were  confronted  with 
extensive  demands  by  the  shopcrafts  unions.  Under  threat  of  a 
strike  the  controversy  was  referred  to  the  Secretary  of  Labor.  As  a 
result  of  his  decision  these  companies  entered  into  a  working  agree- 
ment with  these  unions  fully  recognizing  them,  and  standardizing 
wages,  hours  and  working  conditions.  The  national  officers  of  these 
unions  then  inaugurated  a  national  movement  against  practically 
all  the  railroads  in  the  country  to  compel  recognition  of  standardiza- 
tion of  wages,  hours  and  working  conditions  on  all  the  railroads, 
and  these  demands  would  have  been  presented  to  the  railroads  jointly, 
on  January  1,  1918,  but  for  the  intervention  of  Federal  Control. 

The  telegraphers'  union,  at  the  beginning  of  Federal  Control,  had 
recognition  and  agreements  on  about  74  per  cent  of  the  mileage  of 
Class  I  railroads. 

Organizations  of  the  other  classes  of  employees,  clerks,  station 
men,  freight-house  men,  maintenance  of  way  employees,  et  cetera,  at 
the  beginning  of  Federal  Control  had  secured  recognition  on  com- 
paratively few  railroads.  There  were  pending  active  efforts  to  extend 
the  recognition  of  these  organizations.  Illustrative  of  their  movement 
for  further  recognition  was  the  strike  of  clerks  in  the  fall  of  1917 
on  the  Atlantic  Coast  Line  previously  referred  to  when  President 
Wilson  had  intervened  on  behalf  of  the  strikers  and  secured  their 
reinstatement. 

The  demand  for  workmen  at  very  high  wages  in  the  munitions 
plants,  shipbuilding  yards  and  in  almost  all  other  industries  and 
the  operation  of  the  draft  created  a  marked  labor  shortage.  This, 
in  conjunction  with  the  supposed  sympathetic  attitude  of  the  Gov- 
ernment, gave  railroad  labor  an  exceptional  sense  of  power  and  a 
feeling  that  the  time  was  favorable  for  greatly  extended  recognition 
of  the  railroad  labor  unions. 

The  Developments  in  1918. 

The  War,  which  brought  about  government  control  of  railroads, 
also  brought  about  government  responsibility  to  railroad  labor  as 
well  as  to  railroad  owners.  This  led  to  a  governmental  unification  of 
railroad  labor  policies  during  the  year  1918  with  far-reaching  ef- 
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fects,  including  general  recognition  of  labor  unions,  central  handling 
of  grievances  of  employees,  substantial  increases  in  wage  levels,  uni- 
form classification  of  work  throughout  the  country,  nation-wide 
standardization  of  wages  and  hours  of  work  and  abolition  of  piece 
work. 

1918:  Expansion  of  Labor  Union  Recognition. 

The  feeling,  already  strong  at  the  end  of  1917,  on  the  part  of 
railroad  union  labor  leaders  that  the  time  was  favorable  for  the  ex- 
tensive expansion  of  the  labor  unions  received  a  tremendous  impetus 
from  the  Government's  assumption  of  the  possession  and  control  of 
the  railroads.  There  at  once  developed  a  hope  on  the  part  of  labor 
leaders,  and  a  fear  on  the  part  of  railroad  managers,  that  the  unions 
would  greatly  improve  their  status  in  all  cases  where  they  were  not 
already  fully  recognized.  Throughout  Federal  Control,  this  consti- 
tuted a  distinct  cleavage  of  interest  and  accounted  for  a  funda- 
mental difference  of  attitude  between  railroad  union  labor  leaders 
and  the  Railroad  Administration's  railroad  managers  (who  in  gen- 
eral had  managed  the  railroads  prior  to  Federal  Control,  and  were 
to  continue  to  manage  them  after  the  return  to  private  control), 
the  labor  leaders  applauding  and  the  railroad  managers  regretting 
the  extension  of  labor  union  recognition  with  its  various  conse- 
quences. 

On  February  9,  1918,  the  Director  General  created  the  Division 
of  Labor,  coordinate  in  rank  with  the  Division  of  Transportation 
(afterwards  Division  of  Operation),  and  other  Divisions  of  the  Rail- 
road Administration,  and  W.  S.  Carter,  who  had  for  many  years 
been  President  of  the  Brotherhood  of  Locomotive  Firemen  and  En- 
gine men,  was  appointed  Director.  This  at  once  gave  railroad  union 
labor,  in  relation  to  all  the  railroads,  an  aspect  of  equal  participa- 
tion with  railroad  officers  in  labor  matters,  and  consequently  a 
strategic  position  more  advanced  than  any  ever  before  enjoyed. 

Mr.  Carter  appointed  as  Assistant  Directors,  J.  A.  Franklin, 
previously  president  of  the  boilermakers  union,2  and  G.  W.  W. 
Hanger,  who  for  several  years  had  been  a  member  of  the  Federal 
Board  of  Mediation  for  certain  classes  of  railroad  labor  disputes. 

2  Mr.  Franklin's  title  was  President  of  the  International  Brotherhood  of 
Boilermakers,  Iron  Ship  Builders  and  Helpers  of  America. 
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Other  positions  in  the  Division  of  Labor  were  filled  largely  by  offi- 
cers of  labor  unions. 

The  Director  General,  by  his  letter  of  February  14,  1918,  to  the 
head  of  the  shopcrafts  unions  (see  appendix  to  this  chapter),  es- 
tablished a  cooperative  basis  to  increase,  at  overtime  rates,  the  num- 
ber of  hours  worked,  regulating  the  proportion  of  apprentices  and 
helpers  and  for  recognition  of  seniority  when  forces  should  be  re- 
duced. This,  it  is  believed,  constituted  the  first  concrete  step  in  the 
Railroad  Administration's  dealing  with  union  labor  and  a  distinct 
advance  in  the  recognition  of  the  shopcraft  unions. 

By  General  Order  No.  8  (see  appendix  to  this  chapter),  dated 
February  21,  1918,  it  was  provided: 

No  discrimination  will  be  made  in  the  employment,  retention,  or  con- 
ditions of  employment  of  employees  because  of  membership  or  non- 
membership  in  labor  organizations. 

This  at  once  opened  the  way  for  the  labor  organizers  to  proceed 
unhampered  to  organize  the  employees  who  were  not  already  or- 
ganized and  the  opportunity  was  promptly  and  successfully  utilized. 

As  a  result,  the  shopcrafts,  the  maintenance  of  way  employees,  the 
clerks,  station  men,  freight-house  men,  et  cetera,  were  organized 
promptly  into  local  unions  on  the  various  railroads  not  already 
recognizing  them  and  these  local  organizations  became  parts  of  the 
respective  national  labor  organizations. 

It  should  be  made  clear,  however,  that  no  agreements  fixing  wages, 
hours  and  working  conditions  in  the  ordinary  sense  were  made  with 
any  classes  of  employees  on  any  railroads  during  the  year  1918. 
Instead  the  Railroad  Administration  established  these  matters  by 
its  orders.  It  continued,  however,  to  apply  such  agreements  as  ex- 
isted before  Federal  Control  so  far  as  not  superseded  by  the  Rail- 
road Administration's  orders. 

1918:  Dealing  with  Matters  of  Discipline — the  Boards  of 

Adjustment. 

Generally  speaking,  under  private  control  of  railroads,  if  a  labor 
union  had  an  agreement  with  a  railroad  management  defining  rules 
and  working  conditions,  provision  was  made  for  appeal  by  an  em- 
ployee from  any  disciplinary  action  taken  by  a  local  official.  As  a 
rule  in  any  such  appeal  the  employee  would  be  represented  by  the 
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appropriate  officer  of  his  union.  The  appeal  could  be  carried,  if 
necessary,  to  the  chief  executive  or  chief  operating  officer  of  the  rail- 
road company.  If  he  was  unwilling  to  modify  the  action  of  the  local 
official,  it  resulted  that  the  employee  and  his  union  had  to  acquiesce 
in  this  action  unless  a  strike  was  called  and  a  better  adjustment  was 
thereby  obtained.  As  to  all  employees  in  classes  of  work  in  respect 
of  which  there  was  no  recognized  union  holding  an  agreement  cover- 
ing rules  and  working  conditions,  the  employee  had  to  acquiesce  in 
the  discipline  administered,  subject  to  possible  correction  upon  ap- 
plication to  higher  officers  of  the  railroad  company. 

Controversies  relating  to  the  meaning  and  application  of  agree- 
ments prescribing  rules  and  working  conditions  were  subject  to  set- 
tlement in  a  manner  similar  to  that  above  outlined  as  to  disciplinary 
matters  in  cases  where  there  were  working  agreements  with  unions. 

When  the  Government  took  control  of  the  railroads,  the  question 
arose  as  to  whether  all  such  controversies  should  continue  subject  to 
the  final  decision  of  the  chief  operating  officer  on  the  particular  rail- 
road. General  Order  No.  8  provided : 

Matters  of  controversy  arising  under  interpretations  of  existing 
wage  agreements  and  other  matters  not  relating  to  wages  and  hours 
will  take  their  usual  course,  and  in  the  event  of  inability  to  reach  a 
settlement  will  be  referred  to  the  Director  General. 

In  pursuance  of  the  general  principle  so  established,  the  Division 
of  Labor  promptly  urged  the  provision  of  machinery  for  bringing 
unsettled  controversies  (other  than  wages  and  hours,  which  were  to 
be  otherwise  dealt  with)  before  the  Central  Administration  for  dis- 
position. 

In  the  case  of  the  train  and  engine  service  an  interesting  precedent 
was  at  hand.  On  March  19,  1917,  a  Committee  of  the  Council  of 
National  Defense  made  an  award  which  the  railroad  companies  had 
agreed  to  accept,  to  the  effect  that  the  basic  eight-hour  day  as  re- 
quired by  the  Adamson  Act  should  be  put  into  effect  with  a  "Com- 
mission of  Eight"  to  pass  upon  disputed  questions.  The  Commission 
thus  formed  consisted  of  four  management  representatives  and  four 
labor  representatives,  one  representing  each  of  the  four  brother- 
hoods. Following  this  example,  the  Railroad  Administration  created 
"Railway  Board  of  Adjustment  No.  1"  of  eight  members,  likewise 
consisting  of  four  management  representatives  and  four  labor  rep- 
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resentatives,  one  for  each  of  the  four  brotherhoods,  to  deal  with  all 
the  controversies,  other  than  those  relating  to  wages  and  hours,  which 
could  not  be  adjusted  on  the  respective  railroads,  and  also  to  take 
over  the  unfinished  work  of  the  Commission  of  Eight.  Some  of  the 
members  of  the  Commission  of  Eight  became  members  of  the  adjust- 
ment board. 

This  board  of  adjustment  was  created  by  an  agreement  dated 
March  22,  1918,  between  the  three  Regional  Directors  and  the  four 
Brotherhoods,  such  agreement  being  made  effective  on  that  date  by 
General  Order  No.  13.  The  adjustment  board  had  no  jurisdiction 
over  general  questions  of  wage  levels,  or  of  the  hours  of  labor,  but 
was  given  jurisdiction  to  decide  controversies  as  to  interpretations 
of  agreements  establishing  wages  and  hours  and  as  to  questions  of 
discipline  and  other  personal  grievances.  All  decisions  of  the  board 
had  to  be  approved  by  a  majority  vote,  or,  failing  that,  the  matter 
could  be  referred  to  the  Director  General  for  a  final  decision. 

In  May,  1918,  Railway  Board  of  Adjustment  No.  2  was  estab- 
lished in  like  manner  by  agreement  between  the  three  Regional  Di- 
rectors and  the  chief  executives  of  the  six  shopcrafts.  This  board  had 
twelve  members,  six  representing  the  shopcrafts  and  six  representing 
the  Regional  Directors.  In  like  manner,  Railway  Board  of  Adjust- 
ment No.  3  was  created  in  November,  1918,  to  deal  with  contro- 
versies affecting  four  other  organizations,  the  order  of  railway  teleg- 
raphers, the  switchmen's  union,  the  brotherhood  of  railway  clerks 
and  the  brotherhood  of  maintenance  of  way  employees  and  railroad 
shop  laborers. 

The  terms  of  these  agreements  covered  only  controversies  upon 
railroads  where  there  was  an  agreement  (made  of  course  before 
Federal  Control)  between  the  management  and  the  union  represent- 
ing the  particular  class  of  employees.  But  in  practice  each  board 
handled  controversies  for  all  its  classes  of  labor  on  all  the  railroads 
under  Federal  Control,  because  even  if  on  a  particular  railroad 
there  was  no  agreement  between  the  management  and  a  union  repre- 
senting the  particular  class  of  employees,  nevertheless  any  unsettled 
controversy  could  be  presented  by  the  appropriate  national  union 
representative  to  the  Railroad  Administration's  Division  of  Labor, 
whereupon  the  appropriate  board  of  adjustment  would  be  asked 
for  its  recommendation  and  this  would  generally  be  adopted  by  the 
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Railroad  Administration  through  the  concurrent  action  of  the  Divi- 
sions of  Labor  and  Operation. 

Between  5,000  and  6,000  cases  were  dealt  with  during  Federal 
Control  by  these  three  boards.  The  respective  boards  were  able  to 
reach  decisions  in  all  instances  in  the  case  of  Board  No.  1,  in  all  but 
one  instance  in  the  case  of  Board  No.  3,  and  in  all  but  about  nine 
instances  in  the  case  of  Board  No.  2.  Thus  only  about  ten  cases  had 
to  be  carried  to  the  Director  General  for  decision. 

There  was  considerable  dissatisfaction  on  the  part  of  Federal 
Managers  and  subordinate  railroad  officials  on  the  ground  that  the 
functioning  of  these  boards  tended  to  impair  discipline  and  efficiency 
through  encouraging  the  taking  of  matters  of  discipline  out  of  the 
hands  of  local  railroad  managers. 

The  extent  to  which  matters  were  taken  out  of  the  hands  of  the 
local  managements  varied  considerably.  On  some  of  the  railroads,  in 
the  case  of  the  train  and  engine  employees,  all  controversies  were 
settled  between  the  railroad  management  and  the  local  unions  with- 
out recourse  to  the  board  of  adjustment.  But  generally  speaking, 
numerous  cases  were  carried  to  the  boards  of  adjustment.  The 
feeling  of  the  managements  that  discipline  was  substantially  inter- 
fered with  seemed  to  be  greatest  where  the  labor  organizations  were 
newest  and  where  subordinate  management  officials  and  local  union 
officials  had  had  the  least  experience  in  handling  matters  of  this 
character  on  the  basis  of  labor  union  recognition. 

But  the  boards  seemed  to  be  a  necessity  under  Federal  Control. 
It  was  self-evident  that  some  plan  for  central  control  of  these  con- 
troversies was  indispensable  and  no  substitute  was  seriously  proposed. 
The  Railroad  Administration  took  the  position  that  the  employees 
no  longer  served  a  private  interest,  but  served  the  Government  and 
the  public  interest  only.  Thus  the  Government  could  and  did  make 
a  powerful  appeal  to  the  employees  to  acquiesce  patiently  in  the 
delay  in  the  settlement  of  their  wage  demands  and  to  refrain  from 
striking,  and  to  trust  to  the  Government's  sense  of  justice.  But  it 
would  have  been  inconsistent  with  this  principle  to  leave  final  deci- 
sion of  controversies  to  the  railroad  managers.  These  managers  prior 
to  Federal  Control  had  been  officers  of  the  railroad  companies  and 
would  again  become  such  upon  its  termination.  The  employees  did 
not  believe  that  these  railroad  managers  had  been  born  again  as  a 
result  of  Federal  Control,  but  persisted  in  regarding  them  as  actu- 
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ated  by  the  same  conceptions  and  motives  in  labor  matters  as  had 
prevailed  prior  to  Federal  Control.  The  Government  could  not  con- 
sistently say  to  the  employees,  "You  must  not  strike  because  you 
are  working  for  the  Government,"  and  in  the  same  breath  say,  "But 
nevertheless  you  must  accept  as  final  every  ruling  which  your  old 
railroad  managers,  now  temporarily  speaking  with  the  authority 
of  the  Government,  may  make  against  you  in  respect  of  your  griev- 
ances." 

There  was  also  complaint  at  times  that  the  management  repre- 
sentatives on  the  boards  were  not  as  aggressive  and  watchful  as 
the  labor  representatives  and  therefore  acquiesced  in  decisions  which 
were  unjust  from  the  management  standpoint.  However,  the  man- 
agement members  of  the  board  had  been  selected  with  care  by  the 
leading  officers  of  the  Division  of  Operation,  and  these  officers  would 
have  brought  about  the  selection  of  better  men  if  thev  had  been 
obtainable. 

On  account  of  the  country-wide  standardization  of  wages,  hours 
and  working  conditions  frequently  involving  classifications  of  labor 
entirely  novel  on  the  particular  railroad,  a  very  heavy  burden  was 
put  upon  the  boards  of  adjustment  to  apply  these  nation-wide 
provisions  to  the  mass  of  particular  instances  calling  for  interpre- 
tation. As  a  result,  simply  by  reason  of  the  universality  of  the  rules 
to  be  applied,  the  boards  made  some  decisions  which  seemed  extreme 
in  the  particular  instances,  giving  individual  employees  allowances 
for  back  pay  which  could  be  criticized  as  excessive.  Such  situations, 
however,  Avere  chargeable  less  to  the  boards  of  adjustment  than  to 
the  impossibility  of  phrasing  nation-wide  standardizations  which 
would  have  reasonable  application  to  all  the  particular  instances. 
While  extreme  allowances  of  this  character  attracted  much  attention 
and  criticism,  they  were  so  exceptional  that  they  did  not  substantially 
affect  the  general  level  of  operating  costs. 

On  the  whole  these  boards  performed  an  indispensable  function 
in  a  harmonious  and  creditable  manner. 

1918:  Increases  in  Wage  Levels. 

The  wage  situation  was  critical  at  the  beginning  of  Federal  Con- 
trol. The  wages  in  general  were  unreasonably  low,  whether  tested  by 
the  increased  cost  of  living  or  by  what  was  paid  in  other  lines  of 
industry.  It  was  only  the  fact  of  Federal  Control  that  prevented 
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very  extensive  wage  demands  being  pressed  on  the  railroads  at  the 
beginning  of  1918  by  practically  all  classes  of  railroad  employees. 
Even  in  the  absence  of  Federal  Control,  the  decision  as  to  wage  in- 
creases would  still  have  been  made  by  the  Government — through 
President  Wilson — for,  as  shown  in  Chapter  II,  the  Railroads'  War 
Board  in  the  latter  part  of  1917  indicated  that  the  railroad  com- 
panies were  themselves  placing  their  interests  unreservedly  in  the 
hands  of  President  W7ilson  as  to  the  disposition  of  all  questions  of 
wages  and  working  conditions. 

By  General  Order  No.  5  the  Director  General  on  January  18, 
1918,  created  a  Railroad  Wage  Commission  to  investigate  the  wage 
situation  and  report  to  the  Director  General.  This  Commission  was 
composed  of 

Franklin  K.  Lane,  Secretary  of  the  Interior. 
Charles  C.  McChord,  Member  of  the  Interstate  Commerce  Com- 
mission. 

J.  Harry  Covington,  Chief  Justice  of  the  Supreme  Court  of  the 

District  of  Columbia. 
W7illiam  R.  Willcox,  Ex-member  of  the  New  York  Public  Service 

Commission,  First  District. 

This  commission  is  referred  to  below  as  the  Lane  Commission. 

General  Order  No.  8  of  February  21,  1918,  announced  that  the 
wages  when  determined  would  be  adjusted  retroactively  to  January 
1,  1918. 

The  Lane  Commission  made  its  report  on  April  30,  1918.  It  re- 
ported that  the  popular  impression  that  railroad  employees  were 
among  the  most  highly  paid  workers  was  unfounded;  that  51  per 
cent  of  all  railroad  employees  during  December,  1917,  received 
$75  per  month  or  less,  and  80  per  cent  received  $100  per  month  or 
less.  The  Commission  adopted  the  principle  of  making  increases 
with  reference  to  the  increased  cost  of  living,  but  held  that  those 
with  the  smallest  wages  should  have  the  greatest  percentage  increase. 
It  adopted  the  view  that  an  employee  with  a  salary  of  $75  needed 
an  increase  of  40  per  cent  in  order  to  meet  the  increased  cost  of 
living,  and  that  as  to  wages  above  $85  per  month  the  increase  should 
be  computed  on  a  scale  of  diminishing  percentages,  disappearing  at 
the  wage  of  $250,  for  which  wage  no  increase  would  be  allowed.  It 
also  held  that  as  to  wages  under  $85  the  increase  should  start  at 
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$20  for  all  wages  of  $46  per  month  and  less,  and  that  for  wages  be- 
tween $46  and  $86  per  month  the  increase  should  be  computed  on  a 
diminishing  percentage  beginning  at  43  per  cent  for  the  lower  wage 
and  reaching  40  per  cent  for  the  wage  of  $85.  The  percentage  in- 
creases were  applied  to  the  wages  as  they  stood  in  December,  1915. 

The  effect  may  be  illustrated  by  the  following  examples  of  monthly 
wages : 

A  wage  under  $46  was  increased  by  $20  or  43  or  more  per  cent. 
A  wage  of  $85  was  increased  by  $34  or  40  per  cent. 
A  wage  of  $100  was  increased  by  $31.75  or  31.75  per  cent. 
A  wage  of  $150  was  increased  by  $24.25  or  16.17  per  cent. 
A  wage  of  $200  was  increased  by  $16.75  or  8.375  per  cent. 
A  wage  of  $250  received  no  increase. 

The  principle  of  a  percentage  increase  diminishing  as  the  monthly 
wage  increased  turned  out  to  be  unfortunate  in  the  extreme.  In 
order  that  an  employee  may  be  reasonably  satisfied  with  his  com- 
pensation it  is  necessary  that  he  receive  a  wage  not  only  that  will 
suffice  to  meet  a  certain  standard  of  needs,  but  that  will  preserve 
some  appropriate  (and  usually  well-recognized)  relationship  to  the 
wages  of  other  employees.  To  a  very  large  extent  railroad  wages 
were  characterized  by  fixed  differentials,  and  even  where  there  were 
no  fixed  differentials,  there  were  pretty  clearly  recognized  differences 
in  wage  levels.  These  notions  of  relative  wages  permeated  practi- 
cally all  classes  of  railroad  employees  and  constituted  an  essential 
part  of  their  psychology.  The  principle  employed  by  the  Lane  Com- 
mission upset  virtually  every  differential  or  relationship  that  had 
come  to  be  accepted  among  railroad  employees.  For  example,  the 
Commission's  report  operated  to  reduce  materially  the  long  estab- 
lished differentials  of  conductors  over  brakemen  and  of  engineers 
over  firemen  and  wrought  similar  changes  between  other  related 
groups  of  employees. 

The  Lane  Commission's  report  also  provided  that  there  should  be 
credited  against  the  increase  recommended  by  it  any  increases  which 
had  been  received  since  January  1,  1916,  inasmuch  as  during  the 
intervening  period  some  employees  in  some  parts  of  the  country 
had  obtained  substantial  increases  and  others  had  not.  The  effect  of 
this  principle  was  that  employees  who  had  been  most  aggressive  and 
successful  in  obtaining  wage  increases  since  January  1,  1916,  being 
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usually  those  so  situated  as  to  take  advantage  of  the  strong  demand 
for  labor  in  munitions  factories,  et  cetera,  found  themselves  with 
little  or  no  increase  promised  under  the  Lane  Commission's  report, 
although  they  had  naturally  adjusted  their  scale  of  living  to  the 
increases  they  had  already  received  and  consequently  felt  that  they 
needed  additional  increases  as  much  as  anybody  else. 

The  intense  competition  for  labor  in  view  of  the  demands  of  other 
lines  of  industry  and  their  willingness  and  ability  to  pay  much  higher 
wages  than  the  railroads  was  one  of  the  most  disturbing  conditions 
in  the  railroad  world.  Nevertheless  many  employees  who  had  oppor- 
tunities to  leave  railroad  service  and  get  higher  wages  elsewhere  had 
remained  in  railroad  service,  pinning  their  hopes  to  the  wage  in- 
creases they  supposed  they  would  get  when  the  Lane  Commission 
reported.  But  the  Commission  did  not  feel  in  position  to  take  this 
highly  competitive  element  into  consideration.  The  result  was  that 
the  employees  for  whom  there  was  the  greatest  competition,  that  is, 
the  shop  employees,  got  wage  increases  which  were  wholly  inadequate 
to  meet  the  situation  (especially  since  their  monthly  wage  was  at  so 
high  a  figure  that  the  diminishing  percentage  scale  gave  them  a  very 
low  percentage  increase).  Moreover,  many  of  these  shop  employees 
had  already  obtained  substantial  increases  since  January  1,  1916, 
so  that  they  got  little  and  perhaps  no  increase  under  the  Commis- 
sion's report. 

Before  the  management  and  labor  officers  in  the  Railroad  Ad- 
ministration had  an  opportunity  to  consider  and  discuss  with  the 
Lane  Commission  the  detailed  practical  application  of  the  principles 
adopted  by  it,  a  copy  of  the  Commission's  report  inadvertently  got 
into  the  hands  of  a  reporter  and  it  was  published  in  full  in  one  of 
the  newspapers.  Thus  there  was  no  opportunity  for  its  practical 
application  to  receive  consideration  by  the  Divisions  of  Operation 
and  Labor  in  the  Railroad  Administration.  In  such  circumstances  it 
became  impossible  to  revise  the  report  before  adopting  it,  because 
to  do  so  would  have  involved  cutting  down  the  expectations  of  those 
employees  to  whom  the  report  gave  promise  of  relatively  the  greatest 
increases.  Naturally,  the  moment  the  report  was  made  public  through 
its  unauthorized  newspaper  publication,  every  employee  felt  that  he 
had  a  vested  right  in  at  least  as  much  wage  increase  as  the  report 
indicated. 

By  General  Order  No.  27  the  Director  General  put  in  operation 
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the  increase  in  wages  as  recommended  by  the  Lane  Commission. 
These  wage  increases  produced  tremendous  discontent  throughout 
the  country  and  in  addition  left  the  situation  where  the  urgent  com- 
petitive factor  was  practically  not  cared  for  at  all.  Therefore  the 
General  Order,  which  made  these  increases,  created  the  Board  of 
Railroad  Wages  and  Working  Conditions  to  cope  with  the  problems 
which  were  not  settled  but  intensified  by  the  Lane  Commission's 
report.  This  Board  consisted  of  six  members,  three  representatives 
of  railroad  management  selected  under  the  direction  of  Director 
Carl  R.  Gray  of  the  Division  of  Operation,  and  three  representatives 
of  railroad  labor,  selected  under  the  direction  of  Director  W.  S. 
Carter  of  the  Division  of  Labor.  It  was  made  the  duty  of  this  Board 
to  investigate  inequalities  as  to  wages  and  working  conditions  as 
between  employees  or  classes  of  employees  on  the  railroads,  and  also 
inequalities  arising  from  competition  with  employees  in  other  indus- 
tries. 

The  Board  of  Railroad  Wages  and  Working  Conditions  had  to 
proceed  at  once  to  deal  with  the  extremely  pressing  question  of  wages 
for  the  shopcrafts.  On  this  matter  the  Board  divided,  the  manage- 
ment members  and  the  labor  members  submitting  separate  recom- 
mendations. After  consideration  of  these  reports,  the  Director  Gen- 
eral, with  the  concurrence  of  Directors  Gray  and  Carter  of  the 
Divisions  of  Operation  and  Labor,  promulgated  on  July  25,  1918, 
Supplement  No.  4  to  General  Order  No.  27,  based  almost  entirely 
on  the  recommendations  of  the  management  members  of  the  Board. 
The  effect  of  Supplement  No.  4  as  to  hours  and  other  conditions  of 
employment  will  be  discussed  below.  In  the  matter  of  wage  levels, 
very  substantial  advances  were  made,  retroactive  to  January  1, 1918, 
the  basic  rate  being  fixed  at  68  cents  per  hour  for  machinists,  boiler- 
makers,  blacksmiths  and  certain  other  classes  on  all  the  railroads 
under  Federal  Control. 

The  result  of  this  provision  was  to  standardize  wages  of  shop  em- 
ployees throughout  the  country  on  a  uniform  basis.  This  was  the 
first  move  of  the  Railroad  Administration  in  standardization  and 
uniformity.  On  the  basis  of  this  precedent,  nation-wide  standardiza- 
tion became  the  general  rule. 

As  a  result  of  similar  action  of  the  Board  of  Wages  and  Working 
Conditions  and  similar  approval  by  Directors  Gray  and  Carter  of 
the  Divisions  of  Operation  and  Labor,  there  were  increases  in  the 
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rates  of  pay  for  clerical  forces,  including  gatemen,  baggage  em- 
ployees, callers  of  crews  and  various  other  groups  of  employees,  by 
virtue  of  Supplement  No.  7,  dated  September  1,  1918,  and  increase 
in  the  rates  of  pay  for  maintenance  of  way  employees  by  virtue  of 
Supplement  No.  8  bearing  the  same  date.  By  Supplement  No.  13, 
dated  December  28,  1918  (this  being  a  substitute  for  Supplements 
Nos.  10  and  11),  increases  were  made  in  the  rates  of  pay  for  teleg- 
raphers, station  agents  and  other  like  classes. 

1918:  Provisions  for  the  W orhing  Day  and  Payment  for  Overtime. 

With  respect  to  hours  of  service,  the  conditions  varied  greatly  on 
the  different  railroads  at  the  beginning  of  Federal  Control.  As  to  the 
train  and  engine  employees,  the  Adamson  Act  had  established  in 
1916  a  basic  eight-hour  day  for  train  service  and  before  the  con- 
stitutionality of  that  act  had  been  settled  the  basic  eight-hour  day 
had  also  been  established  by  agreement  in  order  to  avoid  a  strike. 
But  this  did  not  limit  the  number  of  hours  a  train  or  engine  em- 
ployee could  work,  or  provide  for  any  payment  of  overtime  other 
than  mere  pro  rata  additional  pay.  As  to  the  shopcrafts,  the  stand- 
ard working  day  on  railroads  which  did  not  recognize  the  shop- 
crafts'  unions  was  frequently  ten  hours  with  pro  rata  overtime.  On 
other  railroads — some  with  and  some  without  agreements  with  the 
shopcrafts'  unions — the  standard  working  day  was  nine  hours,  some 
with  pro  rata  overtime  and  some  with  overtime  at  a  higher  rate.  On 
many  of  the  roads  having  working  agreements  with  the  shopcrafts' 
unions,  the  standard  day  was  eight  hours  with  time  and  a  half  for 
overtime.  As  to  other  classes  of  railroad  labor,  the  standard  day  was 
generally  ten  hours,  although  occasionally  some  employees,  for  ex- 
ample, crossing  watchmen,  frequently  had  a  standard  day  of  twelve 
hours. 

On  this  subject  the  Lane  Commission  said: 

Manifestly,  therefore,  at  this  time,  when  men  must  be  constantly 
taken  from  the  railroads,  as  from  all  other  industries,  to  fill  the  growing 
needs  of  the  Nation's  Army,  hours  of  labor  can  not  be  shortened  and 
thereby  a  greater  number  of  men  be  required  for  railroad  work.  The 
Nation  cannot,  in  good  faith,  call  upon  the  farmers  and  the  miners  to 
work  as  never  before  and  press  themselves  to  unusual  tasks,  and  at  the 
same  time  so  shorten  the  hours  of  railroad  men  as  to  call  from  farm  and 
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mine  additional  and  unskilled  men  to  run  the  railroads.  While  the  com- 
mission is  strongly  disposed  to  a  standard  day  in  so  far  as  the  nature 
of  the  service  will  permit  it,  its  firm  judgment  consequently  is  that  the 
existing  hours  of  service  in  effect  on  the  railroads  should  be  maintained 
for  the  period  of  the  war. 

Director  General  McAdoo,  although  reaching  the  conclusion  that 
it  was  not  practicable  in  face  of  the  war  demands  to  reduce  the 
actual  hours  of  labor  to  eight,  incorporated  in  General  Order  No. 
27  recognition  of  the  principle  of  the  basic  eight-hour  day,  saying : 

Nevertheless  I  am  convinced  that  no  further  inquiry  is  needed  to 
demonstrate  that  the  principle  of  the  basic  eight-hour  day  is  reasonable 
and  just  and  that  all  further  contentions  about  it  should  be  set  at  rest 
by  a  recognition  of  that  principle  as  a  part  of  this  decision. 

The  Lane  Commission  also  recommended  that  as  to  overtime  "the 
existing  rules  and  conditions  of  payment  should  not  be  disturbed 
during  the  period  of  the  war,"  and  General  Order  No.  27  still  left 
the  basis  of  payment  of  overtime  as  it  had  been  theretofore,  that  is, 
the  basis  was  made  pro  rata,  except  when  a  higher  rate  was  already 
established  by  existing  agreements  or  practices. 

But  by  Supplement  No.  4  to  General  Order  No.  27,  dated  July 
25,  1918,  the  Director  General,  likewise  with  the  concurring  advice 
of  Directors  Gray  and  Carter  of  the  Divisions  of  Operation  and 
Labor,  respectively,  fixed  eight  hours  as  the  actual  work  day  for 
the  shopcrafts  on  all  the  railroads  and  provided  for  the  payment  of 
time  and  a  half  for  all  overtime,  and  for  all  Sunday  work  and  all 
work  on  the  principal  holidays  (seven  in  all). 

By  Supplements  Nos.  7  and  8  dated  September  1,  1918,  and  re- 
lating, generally  speaking,  to  clerical  forces  and  certain  station  and 
terminal  employees  and  to  maintenance  of  way  forces  and  shop 
workers  (likewise  adopted  on  the  basis  of  recommendations  of  the 
Board  of  Wages  and  Working  Conditions  and  with  the  support  of 
the  Divisions  of  Operation  and  Labor),  the  Director  General  fixed 
eight  hours  as  the  actual  day's  work,  with  overtime  on  pro  rata  basis 
for  the  ninth  and  tenth  hours  and  with  time  and  a  half  after  the  tenth 
hour. 

By  Supplement  No.  13  dated  December  28,  1918,  the  Director 
General  fixed  eight  hours  as  the  actual  working  day  for  telegraphers 
and  station  agents,  with  time  and  a  half  for  overtime  after  eight 
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hours.  This  supplement  also  was  made  on  recommendation  of  the 
Board  of  Wages  and  Working  Conditions,  assented  to  by  the  Divi- 
sions of  Operation  and  Labor. 

In  all  instances  eight  hours  of  elapsed  time  was  regarded  as  a 
day's  work,  no  provision  being  made  for  a  "split  trick,"  that  is, 
there  was  no  provision  that  an  employee  working,  say,  four  hours 
at  one  part  of  the  day  and  four  hours  at  another  part,  would  get 
pay  only  for  a  day.  The  principle  of  all  these  orders  was  that  the 
employee  was  entitled  to  pay  on  a  particular  day  for  all  the  hours 
from  the  time  he  first  went  to  work  until  he  was  finally  discharged 
for  the  day.  The  effect  of  this  principle  was  particularly  felt  at 
small  railroad  stations  where  the  work  could  be  done  in  a  few  hours 
but  on  account  of  train  schedules  there  was  a  spread  of  more  than 
eight  hours  between  the  first  part  of  the  employee's  work  and  the 
last  part. 

Thus,  during  the  year  1918  the  eight-hour  working  day  with  no 
provision  for  a  "split  trick"  had  been  firmly  established  as  to  prac- 
tically all  important  classes  of  railroad  emplo3'ees  and  time  and  a 
half  for  overtime  after  eight  hours  had  been  established  for  the  shop- 
crafts  and  for  telegraphers  and  station  agents  (as  to  shopcrafts, 
Sunday  and  holiday  time  was  all  counted  as  overtime).  As  to  main- 
tenance of  way  employees  and  shop  laborers  and  clerical  employees, 
overtime  was  pro  rata  for  the  ninth  and  tenth  hours  and  at  the  rate 
of  time  and  a  half  after  ten  hours. 

As  a  result  of  the  various  supplements  above  referred  to,  a  mini- 
mum allowance  was  prescribed  of  three  hours'  pay  for  work  outside 
of  established  hours  for  maintenance  of  way  employees,  shop  workers 
and  clerical  and  certain  other  extensive  groups  of  employees. 

1918:  Provisions  for  Classification  of  Work. 

Generally  speaking,  General  Order  No.  27  did  not  in  itself  under- 
take to  modify  in  any  way  such  classifications  of  work  as  had  there- 
tofore existed.  But  Supplement  No.  4  of  July  25,  1918,  made  elabo- 
rate provision  for  classification  of  the  work  of  shop  employees.  Any 
student  of  the  labor  aspect  of  Federal  Control  should  note  particu- 
larly the  minute  classification  which  was  thus  adopted  in  July,  1918. 
It  represented  as  to  many  railroads  a  splitting  up  of  a  particular 
job  among  many  employees  in  a  manner  entirely  new  to  those  rail- 
roads. On  others  the  classifications  fixed  by  the  order  approximated 
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those  already  in  effect.  After  the  end  of  Federal  Control  it  was  fre- 
quently claimed  that  these  classifications  necessitated  employing  sev- 
eral men  on  a  job  which  could  be  done  by  one  or  two.  The  confused 
notion  seemed  to  prevail  in  connection  with  those  claims  that  the 
classification  had  originated  in  the  national  agreement  which  was 
made  with  the  shopcrafts  in  1919.  The  fact  is  that  these  classifi- 
cations were  established  in  July,  1918,  and  had  been  in  effect  for 
more  than  a  year  before  the  agreement  in  question  was  made. 

1918:  Promotion  and  Seniority,  Discipline  and  Grievances. 

With  regard  to  clerical  forces  and  maintenance  of  way  employees, 
telegraphers  and  station  agents,  elaborate  provisions  were  made  as 
to  discipline  and  grievances  by  Supplements  Nos.  7,  8  and  13.  Like- 
wise, for  the  clerical  forces  and  maintenance  of  way  employees  elabo- 
rate provisions  were  made  concerning  promotion  and  seniority  by 
Supplements  Nos.  7  and  8.  In  the  annual  report  for  the  Division 
of  Labor  for  1918  it  was  indicated  that  during  1918  rules  had  been 
established  "providing  for  the  administration  of  discipline  and  the 
maintenance  of  the  seniority  principle  for  more  than  1,000,000  em- 
ployees." 

1918:  Provisions  for  Abolishing  PieceivorJc. 

At  the  beginning  of  Federal  Control,  piecework  was  utilized  in 
the  shops  of  many  but  not  all  of  the  railroad  companies.  Nor  was 
the  extent  of  utilization  of  piecework  the  same  on  all  the  railroads 
which  resorted  to  it.  Very  frequently  no  piecework  was  attempted 
in  the  locomotive  shops.  It  was  much  more  general  in  the  car  shops. 

Both  General  Order  No.  27  and  Supplement  No.  4  recognized 
piecework.  But  in  December,  1918,  the  conclusion  was  reached  with 
the  concurrence  of  the  Divisions  of  Operation  and  Labor  that  piece- 
work should  be  eliminated  on  any  railroad  where  a  substantial  ma- 
jority of  shopcraft  employees  were  in  favor  of  its  elimination.  As  a 
result,  definite  instructions  were  issued  by  Director  General  McAdoo 
on  December  31,  1918,  for  elimination  of  piecework  under  such  cir- 
cumstances "without  delay  or  hesitation"  and  accordingly  the  elimi- 
nation actually  took  effect  in  general  in  the  month  of  January  and 
in  the  first  days  of  February,  1919. 
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1918:  Standardization  of  Pay. 

General  Order  No.  27  of  May  25,  1918,  did  not  effect  any  stand- 
ardization of  pay,  the  per  cent  increase  being  merely  applied  to  the 
prior  wage  of  the  individual.  But  Supplement  No.  4,  applying  to 
the  shopcrafts,  effected  a  nation-wide  standardization  of  pay  through 
prescribing  uniform  rates  for  the  entire  country,  the  basic  rate  for 
the  principal  classes  being  68  cents  per  hour. 

Likewise,  Supplements  Nos.  7  and  8,  dated  September  1,  1918, 
effected  standardized  minimum  rates  for  the  clerical  and  terminal 
forces  covered  thereby,  as  did  Supplement  No.  8  of  September  1, 
1918,  for  the  maintenance  of  way  employees  and  Supplement  No.  13 
dated  December  28,  1918,  for  the  telegraphers  and  station  agents. 

1918:  Change  as  to  Stattis  of  Women  Employees  and  Special 

Provisions  for  Them. 

The  report  of  the  Lane  Commission  made  no  recommendation  on 
the  subject,  but  the  Director  General  by  General  Order  No.  27,  of 
May  25,  1918,  adopted  the  rule  that  the  pay  of  women,  when  they 
do  the  same  class  of  work  as  men,  should  be  the  same  as  that  of  men. 

General  Order  No.  27  not  only  declared  that  for  the  same  class  of 
work  the  pay  of  women  should  be  the  same  as  that  of  men,  but  also 
that  the  working  conditions  of  women  must  be  healthful  and  fitted  to 
their  needs  and  that  the  laws  governing  their  employment  must  be 
observed. 

On  August  28,  1918,  the  Women's  Service  Section  was  created 
with  Miss  Pauline  Goldmark  as  Manager,  to  give  consideration  to 
employment  of  women  on  railroads  during  Federal  Control.  This 
step  was  desirable  because  employment  of  women,  extensive  even  be- 
fore the  War,  had  greatly  increased  during  the  War  on  account  of 
men  being  drawn  away  to  military  service  and  to  other  occupations. 

The  Women's  Service  Section  made  careful  analyses  of  the  num- 
ber of  women  employees  and  the  character  of  their  employment,  con- 
ducted field  investigations  as  to  the  suitability  of  the  work  and  the 
environment  and  the  amount  of  night  work,  and  took  steps  to  re- 
move women  from  unsuitable  occupations,  improve  comfort  facilities, 
reduce  dangers  incident  to  night  work,  and  promote  generally  the 
welfare  of  the  women  employees. 


LABOR 


169 


1918:  Change  in  1918  as  to  Pay  of  Colored  Firemen,  Trainmen 

and  Szvitchmen. 

The  report  of  the  Lane  Commission  made  no  provision  on  the  mat- 
ter, but  the  Director  General  by  General  Order  No.  27  as  amplified 
by  Supplement  No.  12  provided  that  colored  men  employed  as  fire- 
men, trainmen  and  switchmen,  should  be  paid  the  same  rates  of 
wages  as  were  paid  white  men  in  the  same  capacities. 

Summary  as  to  Changes  Effected  in  1918. 

The  fundamental  changes  which  had  been  effected  or  ordered  dur- 
ing Federal  Control  by  the  end  of  1918,  may  be  summarized  as  fol- 
lows : 

Labor  unions  had  been  organized  and  recognized  on  practically  all 
the  railroads  as  to  practically  all  classes  of  railroad  labor. 

Boards  of  Adjustment  had  been  established,  with  equal  representation 
of  management  and  union  labor  representatives  for  the  decision  of  all 
questions  of  discipline  or  application  of  Railroad  Administration  orders 
or  still  existing  antecedent  agreements  when  the  local  managements  and 
local  union  representatives  were  unable  to  agree. 

The  specific  rules  for  handling  grievances  and  questions  of  discipline 
on  the  various  railroads,  as  well  as  to  regulate  promotion  and  seniority 
rights,  were  established  for  very  extensive  groups  of  employees  includ- 
ing maintenance  of  way  employees,  shop  workers,  clerical  forces,  et 
cetera. 

The  actual  eight-hour  day  had  been  established  as  to  practically  all 
classes  of  railroad  employees  other  than  train  and  engine  men,  who  had 
previously  obtained  a  basic  eight-hour  day  as  has  been  explained  in  an 
earlier  chapter. 

Time  and  a  half  for  overtime  after  eight  hours,  as  well  as  for  all  time 
on  Sundays  and  holidays,  had  been  established  for  the  shopcrafts. 

Time  and  a  half  for  overtime  after  eight  hours  had  been  established 
for  telegraphers  and  station  agents. 

Pro  rata  overtime  for  the  ninth  and  tenth  hours  and  time  and  a  half 
after  ten  hours,  for  maintenance  of  way  employees  and  clerical  em- 
ployees and  certain  other  extensive  groups. 

A  minute  classification  of  labor  had  been  established  as  to  the  shop- 
crafts. 

Standardization  of  wages  on  a  nation-wide  basis  had  been  established 
for  practically  all  extensive  classes  except  train  and  engine  service. 
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Increases  in  wages  had  been  made  which,  as  they  stood  at  the  end  of 
the  year,  represented  an  increase  of  about  $784,000,000  per  year. 

Instructions  had  been  given  resulting  in  the  elimination  of  piecework 
in  all  railroad  shops. 

Women  workers  were  accorded  the  same  pay  as  men  for  the  same 
class  of  work. 

Colored  firemen,  trainmen  and  switchmen  were  accorded  the  same  pay 
as  white  men  in  the  same  positions. 

These  fundamental  and  far-reaching  changes  were  in  the  main 
regarded  at  the  time  as  necessary  and  appropriate  on  account  of  the 
stress  of  war  conditions.  This  is  indicated  by  the  fact  that  the 
changes  had  the  support  not  only  of  the  Division  of  Labor  but  of 
the  Division  of  Operation,  the  Director  of  which  was  C.  R.  Gray, 
and  the  principal  Assistant  Director  of  which  was  W.  T.  T}der, 
both  being  railroad  managers  of  wide  experience.  However,  three  of 
the  features  of  General  Order  No.  27  were  adopted  without  recom- 
mendation of  either  the  Lane  Commission  or  the  Division  of  Opera- 
tion and  were  initiated  by  the  Director  General,  to  wit,  the  basic 
eight-hour  day,  equal  pay  for  women  and  equal  pay  for  colored 
firemen,  trainmen  and  switchmen. 

The  Developments  in  1919. 

The  Railroad  Administration's  labor  policies  in  1919  were  the 
outgrowth  of  the  fact  that  Federal  Control  was  being  continued  for 
only  a  few  months  to  admit  of  the  adoption  by  Congress  of  perma- 
nent legislation  and  of  the  condition  that  the  aftermath  of  the  War 
was  being  characterized  by  rapidly  changing  economic  conditions 
and  by  mounting  cost  of  living,  which  it  was  generally  believed  would 
soon  begin  to  descend.  The  Director  General  believed  that  the  best 
service  could  be  rendered  to  the  general  public  interest  by  refrain- 
ing from  further  increasing  the  labor  costs  of  transportation  service 
just  as  far  as  practicable,  so  as  to  avoid  unnecessarily  obstructing 
the  hoped-for  return  to  more  normal  conditions,  and  so  as  to  avoid 
also  any  unnecessary  labor  adjustments  which,  if  made,  would  likely 
be  permanent.  It  was  believed  that  it  would  be  far  better  for  the 
permanent  tribunals  established  by  Congress  to  deal  with  these  per- 
manent matters.  At  the  same  time,  the  year  was  one  of  intense  unrest 
on  the  part  of  labor,  especially  since  labor  was  greatly  burdened 
by  the  rapidly  increasing  cost  of  living.  Such  further  concessions 
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as  the  Railroad  Administration  made  in  1919  were  on  the  theory 
that  they  were  the  minimum  in  amount  and  the  least  burdensome 
in  character  that  could  meet  the  situation  in  view  of  the  exceptional 
labor  unrest  and  in  view  of  the  extent  to  which  concessions  were  be- 
ing made  to  labor  in  other  lines  of  industry.  An  explanation  of  these 
matters  illustrates  the  far-reaching  disruption  of  economic  condi- 
tions brought  about  as  a  result  of  the  War. 

After  the  Armistice  a  fundamental  step  was  taken  which  had  a 
vital  bearing  during  1919  upon  the  earning  capacity  of  the  em- 
ployees. That  step  was  to  avoid  overtime  wherever  possible.  During 
1918  up  to  the  Armistice,  although  the  eight-hour  day  had  been 
generally  established,  it  was  a  usual  practice  to  work  employees 
longer  hours  on  account  of  the  pressure  of  the  country's  war  de- 
mands for  railroad  service.  The  result  was  that  in  1918,  especially 
after  the  readjustments  in  the  summer  and  fall  for  practically  all 
classes  except  train  and  engine  service,  the  employee  not  only  re- 
ceived his  basic  wage  for  eight  hours  but  in  addition  he  received 
pay  for  substantial  overtime,  thus  greatly  increasing  his  aggregate 
weekly  earnings.  But  after  the  Armistice  the  employees,  other  than 
those  in  train  and  engine  road  service  (who  had  to  work  until  their 
trains  reached  their  termini  even  though  this  required  more  than 
eight  hours),  were  worked  only  eight  hours  and  hence  lost  a  great 
deal  of  the  extra  earnings  which  in  1918  had  come  from  working 
overtime.  This  had  a  pronounced  effect  upon  the  domestic  budget 
of  the  individual  employee,  and  caused  him  to  feel  more  severely 
than  ever  the  burden  of  the  steadily  increasing  cost  of  living. 

1919:  Wage  Adjustments. 

The  general  readjustments  which  were  entered  upon  in  1918  to 
supplement  General  Order  No.  27  had  been  completed  in  that  year 
for  most  of  the  employees,  but  the  cases  of  a  few  classes,  though 
under  consideration,  had  not  been  disposed  of  and  had  to  be  dealt 
with  in  1919. 

The  principal  readjustment  of  this  class  was  made  for  the  train 
and  engine  emplo3^ees  in  April,  1919,  by  Supplements  Nos.  15  and 
16  to  General  Order  No.  27.  This  adjustment  gave  effect  to  recom- 
mendations made  in  December,  1918,  by  the  Board  of  Railroad 
Wages  and  Working  Conditions.  The  train  and  engine  employees 
had  been  greatly  discontented  ever  since  the  report  of  the  Lane 
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Commission  had  been  given  effect  by  General  Order  No.  27  in  May, 
1918.  Their  discontent  was  increased  by  seeing  further  substantial 
increases  in  wages  and  the  concession  of  time  and  a  half  for  overtime 
made  to  the  shopcrafts  in  July,  1918,  and  to  various  other  extensive 
classes  of  labor  in  the  fall  of  1918.  Nevertheless  they  had  consistently 
shown  a  praiseworthy  spirit  of  loyalty,  although  feeling  that  their 
readjustments  were  being  postponed  until  after  action  upon  the  de- 
mands for  all  other  important  classes.  The  action  taken  in  behalf 
of  the  train  and  engine  employees  in  April,  1919,  accorded  treat- 
ment comparable  with  that  which  had  already  been  shown  to  the 
other  principal  classes.  The  Director  General  held  in  abeyance  for 
further  investigation  one  of  their  demands,  that  is,  for  time  and  a 
half  for  overtime.  But  he  indicated  he  would  later  decide  this  ques- 
tion also,  and  did  so  as  shown  below. 

Increases  were  also  made  in  the  wages  of  police  employees,  sleeping 
and  parlor  car  and  dining  and  restaurant  and  express  employees  in 
order  to  make  for  them  the  readjustment  already  under  way  in  1918 
(see  Supplements  Nos.  14,  17,  18  and  19  made  in  April,  1919,  to 
General  Order  No.  27). 

The  Director  General  took  the  position  that  these  increases  made 
in  April,  1919,  should  be  regarded  as  completing  the  war  cycle  of 
genera]  wage  increases,  and  that  no  other  increases  would  be  made 
except  for  necessary  equalization  or  in  the  light  of  post-war  develop- 
ments. 

While  the  Director  General  sought  to  avoid  readjustments  as  far 
as  practicable,  it  became  evident  that  the  discontent  and  unrest  on 
the  part  of  railroad  labor  as  well  as  other  labor  at  that  time  were  so 
great  that  it  would  be  impossible  to  go  through  the  year  without  any 
concessions  of  any  sort.  He  therefore  concluded  that  the  course  which 
promised  the  least  burden  upon  the  traffic  and  business  of  the  country 
was  to  refrain  from  extensive  general  wage  increases  and  instead, 
as  a  means  of  avoiding  such  increases,  (1)  to  express  the  working 
conditions  of  the  employees  in  formal  agreements  to  which  the  labor 
organizations  attached  great  importance  (this  involving  some  fur- 
ther modification  of  working  conditions  already  established,  although 
most  of  the  fundamental  changes  in  working  conditions  had  been 
established  in  1918),  and  (2)  to  make  such  wage  readjustments  as 
seemed  to  be  justified  from  the  standpoint  of  better  equalization. 
Broadly  speaking,  this  policv  underlay  all  further  action  of  the 


LABOR 


173 


Railroad  Administration  as  to  wages,  working  conditions  and  agree- 
ments in  regard  to  them. 

The  most  serious  difficulty  was  with  the  shopcrafts.  In  January, 
1919,  they  had  demanded  substantial  increases  in  wages  on  account 
of  the  increased  cost  of  living  and  the  continued  increases  in  the  high 
wages  paid  by  the  Shipping  Board  and  other  governmental  and  non- 
governmental enterprises.  In  July,  1919,  the  members  of  the  Board 
of  Wages  and  Working  Conditions  made  divided  reports  on  these 
demands.  The  labor  members  recommended  a  general  increase  of 
about  12  cents  per  hour.  The  management  members  recommended 
no  general  increase  but  recommended,  for  purposes  of  equalization, 
an  increase  of  5  cents  per  hour  to  repairers  of  wooden  cars  and 
indicated  that  unless  the  cost  of  living  could  be  speedily  brought 
down,  there  would  be  no  alternative  but  to  make  further  increases 
in  wages. 

To  increase  the  rates  of  shop  employees  12  cents  per  hour,  and  to 
make  corresponding  increases  for  other  classes  of  labor,  would  have 
added  about  $800,000,000  per  year  to  railroad  operating  expenses. 
At  that  time  (the  latter  days  of  July),  Federal  Control  was  to  con- 
tinue only  five  months.  The  Director  General  believed  that  he  ought 
not  then  to  make  any  such  increase,  especially  since  he  believed  it 
neither  feasible  nor  permissible  for  the  Railroad  Administration 
with  its  rapidly  expiring  tenure  to  initiate  general  increases  in 
transportation  rates  to  provide  additional  revenue.  He  therefore 
recommended  to  the  President,  and  the  President  on  August  1,  1919, 
recommended  to  the  Senate  and  House  Committees  on  Interstate 
Commerce,  the  adoption  of  legislation  providing  some  permanent 
machinery  for  dealing  with  such  demands,  and  making  the  decisions 
of  the  wage-making  machinery  mandatory  upon  the  Interstate  Com- 
merce Commission  so  that  adequate  revenue  could  be  assured  to  meet 
any  wage  increases  so  made.  On  account  of  dissatisfaction  with  this 
recommendation  for  additional  legislation,  unauthorized  strikes  de- 
veloped with  great  rapidity,  and  in  a  few  days  200,000  shop  em- 
ployees and  engine-house  workers  were  on  strike.  It  became  evident 
that  Congress  did  not  desire  to  take  any  action,  and  on  August  6 
the  Senate  Committee  expressed  to  the  President  the  opinion  that  it 
was  within  the  scope  of  the  authority  already  conferred  upon  him  to 
deal  with  these  questions.  Thereupon,  Congress  having  declined  to 
avail  itself  of  the  opportunity  to  provide  permanent  machinery  for 
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dealing  with  these  wage  matters,  the  Director  General  announced  to 
the  shopcrafts  that  he  was  prepared  to  consider  their  demands  on 
their  merits,  provided,  however,  and  not  until,  all  the  striking  em- 
ployees returned  to  work.  This  return  to  work  was  accomplished 
by  August  18,  but  only  after  train  service  in  many  parts  of  the 
country  had  been  greatly  hampered  and  repairing  of  freight  cars 
and  locomotives  had  been  greatly  delayed. 

The  Director  General  declined  to  make  this  general  increase  de- 
manded on  account  of  the  increase  in  the  cost  of  living,  but  he  al- 
lowed an  increase  of  4  cents  per  hour  for  all  the  shopcrafts  by  way 
of  further  equalization  with  other  classes  of  railroad  labor,  and 
undertook  to  make  an  agreement  to  be  effective  during  Federal 
operation,  setting  forth  the  working  condition  which  the  Railroad 
Administration  was  willing  to  accord,  and  the  controversies  were 
disposed  of  in  this  manner.  This  adjustment  made  some  additional 
increases  in  connection  with  repairers  of  wooden  cars,  car  inspectors, 
certain  groups  of  electrical  workers,  coach  cleaners  and  a  few  other 
groups.  The  effect  of  this  adjustment  was  to  increase  the  basic  maxi- 
mum wage  rate  in  the  shops  from  68  cents  to  72  cents  per  hour 
which  was  in  contrast  with  a  basic  rate  of  80  cents  being  paid  in  the 
yards  of  the  Shipping  Board  when  the  shopcrafts  made  their  de- 
mands, this  being  one  of  the  principal  comparisons  stressed  by  them. 
Increases  over  the  80  cents  had  been  announced  in  July,  effective 
October  1,  for  certain  Pacific  Coast  shipyards. 

Insistent  demands  for  heavy  increases  in  wages  were  also  made  by 
the  maintenance  of  way  employees,  and  the  clerks,  freight  handlers, 
et  cetera.  The  Director  General  took  the  position  that  their  wage 
levels  were  fairly  comparable  with  those  of  other  classes  of  em- 
ployees and  could  not  be  increased,  but  that  as  a  matter  of  equaliza- 
tion he  would  sanction  time  and  a  half  for  overtime  after  eight  hours, 
so  as  to  correspond  with  the  overtime  concessions  that  had  been  made 
in  1918  for  the  shopcrafts  and  the  telegraphers  and  station  agents, 
and  would  express  in  written  agreements  the  working  conditions  ac- 
ceptable to  the  Railroad  Administration.  These  overtime  concessions 
in  1918  had  produced  great  discontent  among  classes  not  so  favored. 
For  example,  only  pro  rata  time  for  the  ninth  and  tenth  hours  was 
paid  to  groups  such  as  the  workers  about  the  shops,  the  carpenters 
in  the  maintenance  of  way  department,  and  the  employees  working 
about  the  railroad  station  and  these  groups  were  in  close  contact 
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and  comparison  with  the  more  favored  classes  receiving  time  and  a 
half  after  eight  hours. 

The  train  and  engine  employees  were  also  strongly  urging  further 
wage  increases,  as  well  as  disposition  of  their  claim  still  under  con- 
sideration for  time  and  a  half  for  overtime.  The  Director  General 
declined  to  make  any  increase  in  their  wage  levels  generally,  but 
concluded  that  the  train  and  engine  men  in  slow  freight  service 
were  relatively  underpaid  and  that  this  would  be  corrected  by  allow- 
ing time  and  a  half  for  overtime  in  freight  train  service  (i.e.,  time 
consumed  in  excess  of  eight  hours  per  100  miles).  Such  allowance 
would,  generally  speaking,  benefit  the  employees  in  the  slow  freight 
service,  since  the  fast  freight  service  was  ordinarily  made  within  the 
basic  time  of  eight  hours  per  hundred  miles.  Accordingly  Supple- 
ments Nos.  24)  and  25  to  General  Order  No.  27  dated  December  15, 
1919,  established  time  and  a  half  for  overtime  in  freight  train  serv- 
ice, but  at  the  same  time  required  the  surrender  of  various  arbitrary 
allowances  which  had  been  obtained  from  private  management  prior 
to  Federal  Control  and  which  involved  the  railroads  in  substantial 
cash  outlays. 

1919:  The  "National  Agreements" 

In  the  latter  part  of  Federal  Control  the  Railroad  Administration 
entered  into  agreements  for  the  remainder  of  Federal  Control  with 
the  shopcrafts,  the  maintenance  of  way  employees  and  the  clerks, 
freight  house  and  station  employees,  setting  forth  the  working  con- 
ditions for  these  classes  of  employees. 

As  above  indicated,  these  agreements  were  parts  of  concessions 
made  in  lieu  of  wage  increases  on  the  belief  that  they  would  impose 
on  the  transportation  service  a  much  less  burden  than  would  result 
if  wage  increases  were  made.  The  agreements  were  signed  in  the 
latter  part  of  1919  to  carry  out  in  good  faith  commitments  made 
earlier  in  the  year  to  compose  extremely  difficult  labor  situations. 

The  belief  that  the  making  of  these  national  agreements  would  not 
involve,  taking  the  country  as  a  whole,  relatively  great  increases  in 
operating  costs  was  due  to  the  fact  that  the  most  important  ele- 
ments in  these  agreements  had  already  become  established  practice 
during  1918  for  all  the  railroads,  and  in  substantial  part  prior  to 
1918  on  many  railroads,  and  that  the  mere  change  of  expression 
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from  an  order  to  an  agreement  should  add  nothing  to  the  operating 
cost ;  and  that  the  additional  burden  arising  from  such  new  features 
as  were  not  already  established  practice  would  involve  far  less  addi- 
tional cost  than  general  wage  increases.  This  will  be  apparent  from 
a  brief  summary  of  prior  developments  as  to  shopcrafts. 

Prior  to  Federal  Control,  considerably  over  a  majority  of  the 
railroads,  both  in  number  and  mileage,  provided  for  seniority  of 
employees,  time  and  a  half  for  overtime,  classification  of  employees 
and  work,  payment  for  time  lost  waiting  or  traveling,  and  limitation 
of  the  ratio  of  apprentices  to  mechanics;  and  many  of  these  rail- 
roads observed  the  "five  hour  call  rule"  (whereby  a  man  called  back 
after  his  day's  work  would  be  paid  for  a  minimum  of  five  hours). 

It  was  also  true  that,  prior  to  Federal  Control,  the  national 
shopcraft  unions  had  extensive  recognition,  particularly  on  the  rail- 
roads in  the  northwest,  southwest  and  southeast.  As  a  result  detailed 
and  thoroughgoing  working  agreements  of  the  most  comprehensive 
character  existed  with  these  unions  prior  to  1918  on  numerous  im- 
portant railroads.  For  example,  in  1917,  thirty-one  railroads  in  the 
southeast  had  joined  with  the  shopcrafts  in  an  agreement  which 
varied  but  little  in  substantial  effect  from  the  national  agreement 
made  by  the  Railroad  Administration  in  1919.  Among  these  rail- 
roads were  the  Mobile  &  Ohio,  Norfolk  &  Western,  Chesapeake  & 
Ohio,  Atlantic  Coast  Line,  Seaboard  Air  Line,  Southern  Railway 
and  numerous  other  carriers  of  importance  in  the  southeast.  There 
were  also  agreements,  having  many  points  of  similarity  with  this 
southeastern  agreement,  between  the  shopcrafts  and  important  rail- 
roads in  the  northwest  and  in  the  southwest. 

Early  in  1918,  as  above  shown,  the  Railroad  Administration 
virtually  recognized  the  national  organizations  of  the  shopcrafts  as 
the  organs  for  dealing  with  the  shop  employees  on  all  the  railroads. 

sBy  Supplement  No.  4  to  General  Order  No.  27  made  July,  1918, 
the  most  vital  and  costly  features  of  the  working  conditions  for 
shopcrafts  were  put  into  effect  for  all  the  railroads  under  Federal 
Control  and  on  many  railroads  revolutionized  existing  practices, 
although  on  many  other  railroads  these  features  were  already  in 
effect  prior  to  Federal  Control. 

The  most  important  and  costly  features  established  by  Supple- 
ment No.  4,  in  1918,  where  they  were  not  already  in  existence  prior 
thereto,  were  the  following: 
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1.  The  eight-hour  day  with  time  and  a  half  for  all  time  after  eight 
hours,  and  for  all  time  on  Sundays  and  holidays. 

2.  Standardized  wage  rates  throughout  the  country  at  the  basic  rate 
of  68  cents  per  hour  for  mechanics,  machinists  and  blacksmiths, 
whereas  before  the  War  there  had  been  wide  variations  in  pay  for 
shop  employees  in  different  parts  of  the  country. 

3.  Classification  of  employees  in  great  detail  so  that  one  class  of 
employees  would  not  be  permitted  to  do  the  work  of  another  class, 
and  so  that  it  might  be  necessary  for  several  employees  to  work 
on  a  single  job  which  prior  thereto  could  have  been  done  by  one 
employee.  One  of  the  results  of  this  provision  was  that  it  became 
necessary  in  a  great  many  instances  to  use  employees  taking  the 
highest  basic  pay  whereas  formerly  numerous  railroads  had  been 
able  to  use  helpers  or  "handy  men"  at  rates  of  pay  much  lower. 

It  was  these  features  that  caused  the  greatest  criticism  upon  re- 
turn to  private  control,  but  the  criticism  mistakenly  attributed  these 
features  to  the  national  agreements  of  1919,  whereas  they  were  es- 
tablished by  Supplement  No.  4  in  July,  1918.  After  the  end  of 
Federal  Control  the  status  created  by  Supplement  No.  4  would  have 
been  just  as  much  of  a  factor  as  the  status  created  by  the  national 
agreements.  The  latter,  as  well  as  Supplement  No.  4,  expired  with 
Federal  Control. 

Another  subject  of  criticism  was  the  abolition  of  piecework.  But 
this  was  eliminated  by  reason  of  instructions  issued  in  December, 
1918,  and  the  elimination  became  effective  by  virtue  of  these  in- 
structions in  January  or  in  the  first  days  of  February,  1919.  The 
effect  in  this  respect  at  the  end  of  Federal  Control  would  have  been 
substantially  the  same  whether  the  national  agreement  had  been 
made  or  not. 

The  making  of  the  national  agreements  in  1919  therefore  did  not 
impose  on  railroad  operation  the  burden  arising  from  punitive  over- 
time, standardization  of  pay,  classification  of  labor,  extensive  elimi- 
nation of  helpers,  or  elimination  of  piecework.  Nor  even  as  to  other 
rules  established  by  the  agreement  did  it  involve  an  appreciable 
burden  in  respect  of  numerous  railroads  which  had  already  estab- 
lished corresponding  rules  by  agreement  with  their  employees  prior 
to  Federal  Control. 

The  working  rules  contained  in  the  national  agreements  were 
indorsed  and  recommended  as  entirely  just  and  reasonable  by  W.  T. 
Tyler,  Director  of  the  Division  of  Operation,  who  had  been  a  rail- 
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road  executive  prior  to  Federal  Control  and  again  became  a  railroad 
executive  at  the  end  of  Federal  Control. 

In  1920  the  Railroad  Labor  Board,  which  was  established  by  the 
Transportation  Act  upon  the  resumption  of  private  control,  made 
an  extensive  investigation  of  the  rules  and  working  conditions  which 
were  recognized  in  the  national  agreements  with  the  shopcrafts.  That 
Board  reported  in  favor  of  eliminating  time  and  a  half  for  necessary 
Sunday  and  holiday  work,  and  in  favor  of  each  railroad  having  the 
opportunity  to  negotiate  anew  as  to  piecework,  and  approved  mak- 
ing the  classification  of  work  more  elastic  in  some  respects.  All  three 
of  these  features  had  been  established  under  stress  of  war  conditions 
in  1918  and  would  have  called  for  substantially  the  same  correction 
if  the  national  agreement  had  not  been  made.  In  the  main  the  Labor 
Board  sustained  the  basic  principles  of  the  national  agreements  as 
just  and  reasonable. 

Acting  on  the  principle  above  explained,  the  Director  General 
agreed  in  the  summer  of  1919,  with  the  maintenance  of  way  em- 
ployees and  shop  workers  and  with  the  clerks,  freight-house  and 
station-house  employees,  to  enter  into  agreements  specifying  their 
working  conditions.  As  to  these  classes,  as  is  above  explained,  the 
Director  General  conceded  time  and  a  half  for  the  ninth  and  tenth 
hours  instead  of  the  preexisting  pro  rata  overtime  for  the  ninth  and 
tenth  hours.  Aside  from  this  substantial  concession,  the  estimated 
cost  of  which  is  shown  below,  and  which  was  intended  as  an  adjust- 
ment in  lieu  of  wage  increases,  it  was  not  believed  by  the  Railroad 
Administration  that  the  changes  in  working  conditions  represented 
any  relatively  great  addition  to  operating  cost.  Supplements  to  Gen- 
eral Order  No.  27  which  had  already  gone  into  effect  in  1918  had 
established  important  features  of  the  agreements,  such  as  the  stand- 
ardization of  pay,  the  basic  eight-hour  day,  the  establishment  of 
seniority  in  the  filling  of  positions,  and  the  handling  of  grievances 
in  a  standardized  way. 

The  impression  appeared  to  prevail  after  the  end  of  Federal  Con- 
trol that  the  changes  in  rules  and  working  conditions  during  Federal 
Control  as  expressed  in  the  orders  made  during  1918  and  in  the 
agreements  made  in  1919  were  not  the  outcome  of  practical  con- 
siderations or  supported  by  the  practical  railroad  men  in  the  Ad- 
ministration, but  were  due  to  political  motives. 

The  fact  is,  as  above  stated  more  fully,  that  the  principal  changes 
in  rules  and  working  conditions,  and  those  involving  the  substantial 
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additions  to  operating  costs,  were  made  by  orders  promulgated  by 
the  Railroad  Administration  in  1918,  and  were  made  in  the  light  of 
practical  necessities  then  confronting  the  Railroad  Administration. 
These  orders  in  each  instance  had  the  support  of  the  Division  of 
Operation,  whose  director  was  Carl  R.  Gray,  one  of  the  ablest  rail- 
road operating  officials  in  the  country,  who  had  been  the  president 
of  several  railroad  companies  prior  to  the  War  and  who  has  been  the 
President  of  the  Union  Pacific  System  since  the  War.  The  Principal 
Assistant  Director  of  the  Division  of  Operation  in  1918  was  W.  T. 
Tyler,  an  experienced  railroad  operating  officer  before  the  War.  He 
succeeded  Mr.  Gray  as  Director  of  the  Division  early  in  1919  and 
after  Federal  Control  became  the  Operating  Vice-President  of  the 
Northern  Pacific.  In  other  words,  the  most  vital  changes  in  the  work- 
ing conditions  were  made  during  the  War  and  were  the  outcome  of 
war  necessities  and  were  so  recognized  at  the  time  and  were  so  sup- 
ported by  the  railroad  operating  officers  in  the  Railroad  Adminis- 
tration. Those  features  of  the  national  agreements  which  were  not 
mere  repetition  of  the  rules  and  working  conditions  established  by 
the  orders  made  in  1918  were  put  into  the  national  agreements  on 
W.  T.  Tyler's  strong  indorsement  as  reasonable  and  desirable.3  These 
changes  being  part  of  an  adjustment  of  post-war  conditions  were 
also  chargeable  to  the  War,  just  as  were  the  much  more  important 
changes  of  1918. 

3  The  charge  was  industriously  circulated  at  one  time  that  the  national 
agreements  with  the  shopcrafts  had  been  formulated  exclusively  by  repre- 
sentatives of  the  Railroad  Administration  who  had  always  been  and  were 
still  union  labor  men.  This  was  not  true.  The  most  significant  of  the  rules  in 
the  national  agreements  had  been  formulated  in  substance  in  1918  with  full 
participation  of  experienced  railroad  officers.  As  to  the  negotiation  in  1919, 
Mr.  Tyler  himself  was  in  control  of  the  negotiations,  kept  in  daily  contact 
with  the  discussions,  and  personally  approved,  vouched  for  and  recommended 
every  rule  that  went  into  the  agreements.  The  same  was  true  as  to  the  na- 
tional agreements  with  the  maintenance  of  way  employees  and  the  clerks. 
Moreover,  as  to  the  two  latter  agreements,  the  details  of  discussion  were 
handled  by  A.  M.  Burt,  as  Mr.  Tyler's  representative.  Mr.  Burt  prior  to 
Federal  Control  was  an  official  of  the  Northern  Pacific  and  after  Federal 
Control  resumed  connection  with  the  same  company.  Mr.  Tyler  selected,  as 
his  immediate  representative  in  charge  of  the  details  of  the  discussions  con- 
cerning the  shopcrafts  agreement,  Frank  McManamy  who  for  many  years 
had  been  a  railroad  employee  and  was  a  union  labor  man  and  who  for  some 
years  had  been  an  official  of  the  Interstate  Commerce  Commission  and  who  is 
now  a  member  of  that  commission. 
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Amounts  of  Wage  Increases  or  Adjustments  and  Comparative 

Wage  Levels. 

The  estimated  annual  increases  in  operating  expenses  resulting 
from  the  wage  adjustments  made  in  1918  and  1919  by  the  Director 
General  and  in  1920  and  1921  by  the  Railroad  Labor  Board  were 
estimated  as  follows : 

Wage  Increases  by  Director  General  and  Employees  Affected. 

Estimated 
annual  increase 

in  pay  roll, 
chargeable  to 

Increases  in  1918  Effective  date       operating  expenses 

General  Order  No.  27  (substantially 
recommendation  of  Lane  Commis- 
sion) 

All  employees  receiving  less  than  $250 
per  month 
Supplement  No.  4 
Shop  employees 
Supplements  Nos.  7  and  8 

Maintenance  of  way  employees  and 
clerks 
Supplement  No.  13 
Agents  and  operators 

Total  Increases  in  1918 

Increases  in  1919 
Supplements  Nos.  14,  17  and  18 

Policemen,  dining  and  sleeping  car 
employees 
Supplements  Nos.  15  and  16 

Engincmen  and  trainmen 
Increase  in  pay  under  equalization  ad- 
justment effective  May  1,  1919 
Shop  employees 
Time  and  one-half  for  overtime 

Enginemen  and  trainmen  in  road  and 
freight  service 
Time  and  one-half  for   overtime  and 
other  adjustments  in  pay 
Maintenance  of  way  employees) 
Clerks  \ 


January  1 , 1918 
January  1, 1918 

September  1,  1918 
October  1,  1918 


January  1, 1918 
January  1, 1919 

May  1,  1919 

December  1,  1919 


December  16,  1919} 
January  1, 1920  | 


Total  Increases  in  1919 

Total  Increases  made  bv  Director  General 


$360,000,000 
209,000,000 

190,000,000 

25,000,000 
$781,000,000 

8,000,000 
60,000,000 

50,000,000 

38,000,000 

25,000,000 

$181,000,000 
$965,000,000 
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Wage  Adjustments  by  Labor  Board  in  1920  and  1921 
Increase  in  1920 

The  increase  in  wages  recommended  by  the  Railroad  Labor 
Board  in  July,  1920,  effective  May  1,  1920,  was  estimated 
by  the  Interstate  Commerce  Commission  in  connection  with 
the  rate  increases  in  Ex  Parte  74  at  $618,000,000 
Decrease  in  1921 

The  decrease  in  wages  recommended  by  the  Railroad  Labor 
Board  in  1921  effective  July  1,  1921,  was  estimated  at  ap- 
proximately 2/3  of  the  1920  increase  or  $412,000,000 

Railroad  employee  wage  levels  resulting  from  these  adjustments 
are  shown  by  the  following  table  :4 

Average 

earnings  per        Per  cent  Index 
hour  (exxlud-     changeover  numbers 
ing  officers)  previous  level    1915  =  100 

Year  ended  June  30 


1915 

$  .261 

100 

1916 

.267 

+  2.3% 

102 

Year  ended  December  31 

1916 

.276 

+  3.4 

106 

1917 

.313 

-f-13.1 

120 

December,  1917 

.336 

+  21.7* 

129 

December,  1918  (Estimated) 

.516 

-j-53.5 

198 

1st  Quarter  1920 

.588 

-j-13.9 

225 

1st  Quarter  1921 

.709 

4-20.6 

272 

1st  Quarter  1922 

.627 

—11.6 

240 

Some  of  the  foregoing  dates  need  to  be  more  clearly  identified  as 
follows : 

December,  1917,  showed  the  condition  at  the  beginning  of  Federal 
Control. 

December,  1918,  showed  it  after  the  wage  increases  of  1918  had 
taken  effect. 

The  first  quarter  of  1920  showed  it  at  the  end  of  Federal  Control. 
The  first  quarter  of  1921  showed  it  after  the  Railroad  Labor 
Board's  general  wage  increase  of  1920  had  taken  effect. 

4  These  statistics  were  compiled  by  Bureau  of  Railway  Economics  and 
are  based  on  wage  statistics  reported  by  Interstate  Commerce  Commission 
except  months  of  December,  1917,  and  1918,  which  were  based  on  records  of 
United  States  Railroad  Administration. 

*  Increase  over  1916. 


182 


WAR  HISTORY  OF  AMERICAN  RAILROADS 


The  first  quarter  of  1922  showed  it  after  the  Railroad  Labor 
Board's  general  wage  reduction  of  1921  had  taken  effect. 

Charts  showing  the  wage  levels  for  railroad  employees  and  for  em- 
ployees in  other  industries  are  given  in  the  appendix  to  this  chapter. 

These  charts  show  that  the  increases  in  hourly  and  weekly  earnings 
of  railroad  employees  were  practically  the  same  up  to  1919.  This  was 
true  because  there  was  little  change  in  the  average  hours  worked  per 
week.  While  the  eight-hour  day  was  generally  established  in  1918, 
it  was  not  actually  effective  because  the  employees  worked  overtime 
on  account  of  the  war  pressure.  But  in  1919  the  eight-hour  day  be- 
came actually  effective  because  most  overtime  was  eliminated  with  the 
result  that  while  hourly  earnings  increased  114  per  cent  over  1914, 
weekly  earnings  increased  only  86  per  cent.  The  corresponding  in- 
creases for  manufacturing  employees  were  115  per  cent  and  111  per 
cent,  respectively,  there  having  been  no  such  radical  change  in  their 
actual  working  bours  as  had  occurred  with  railroad  employees.  This 
cutting  down  of  hours  actually  worked  by  railroad  employees  caused 
them  to  feel  with  especial  force  the  increase  in  the  cost  of  living. 

Strikes. 

During  the  war  period  ending  with  the  Armistice,  there  were 
virtually  no  strikes  on  the  railroads  under  Federal  Control.  The 
country  was  at  war,  the  railroad  employees  were  working  directly 
for  the  Government,  their  patriotism  was  successfully  appealed  to, 
and  they  remained  at  work  regardless  of  great  dissatisfaction  with 
the  report  of  the  Lane  Commission  and  the  impatience  arising  from 
time  to  time  on  account  of  the  delay  involved  in  passing  upon  their 
demands,  and  despite  disappointment,  in  many  instances,  at  the 
amounts  of  their  increases  as  compared  with  the  awards  to  other 
classes  of  railroad  employees  and  as  compared  with  the  increases 
enjoyed  by  labor  in  other  forms  of  industry. 

There  was  a  small  and  brief  unauthorized  strike  of  shop  employees 
on  the  Southern  Railway  at  Alexandria,  Va.,  on  May  28,  1918,  last- 
ing two  da}'s,  in  protest  against  the  terms  of  General  Order  No.  27 
based  on  the  Lane  Commission's  report.  In  the  fall  of  1918  there 
were  strike  threats  from  various  parts  of  the  country  on  the  part  of 
telegraphers  dissatisfied  with  delay  in  disposing  of  their  demands 
for  wage  increases.  On  November  3,  1918,  the  general  chairmen  on 
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all  the  southeastern  railroads,  without  authority  of  the  chief  execu- 
tive of  the  telegraphers'  organization,  gave  notice  that  a  strike  would 
be  called.  The  Director  General  condemned  this  action,  appealing  to 
the  patriotism  of  the  employees,  and  the  chief  executive  of  the  or- 
ganization intervened  and  the  strike  was  postponed.  Decision  of 
these  demands  was  announced  by  the  Director  General  on  Novem- 
ber 16,  but  this  produced  great  dissatisfaction  and  strikes  were  again 
threatened.  Further  hearings  were  conducted  and  an  amended  deci- 
sion was  announced  in  Supplement  No.  13,  on  December  28,  1918, 
retroactive  to  October  1.  This  amended  decision  put  an  end  to  the 
agitation  in  favor  of  a  strike. 

During  1919  there  was  no  "war  spirit"  to  stimulate  the  employees, 
the  cost  of  living  was  increasing  rapidly,  the  earnings  of  the  em- 
ployees were  less  because  they  were  losing  the  overtime  they  had 
enjoyed  until  after  the  Armistice,  the  feeling  of  unrest  was  every- 
where in  evidence,  agitators  and  extremists  were  busy,  great  disap- 
pointment existed  at  the  policy  of  the  Railroad  Administration  to 
defer  general  wage  increases  until  the  trend  of  the  cost  of  living  could 
be  better  estimated,  and  in  consequence  there  were  numerous  spo- 
radic unauthorized  strikes. 

Nevertheless  there  was  not  during  1919  or  until  the  end  of  Fed- 
eral Control  an  authorized  strike  of  railroad  employees,  that  is,  with 
the  authority  of  the  labor  unions  to  which  the  employees  belonged. 

Whenever  the  unauthorized  strikes  took  place  the  Railroad  Ad- 
ministration took  and  maintained  the  position  that  the  grievance 
assigned  as  the  cause  for  the  strike  would  not  be  considered  until 
the  employees  returned  to  work,  and  that  the  grievance  would  then 
be  considered  on  its  merits. 

A  few  of  these  unauthorized  strikes  were  of  such  magnitude  as  to 
deserve  special  mention. 

In  March,  1919,  there  was  an  unauthorized  strike  of  clerks  on  the 
Nashville,  Chattanooga  and  St.  Louis  Railway  growing  out  of  a  de- 
mand for  the  removal  of  the  Federal  Auditor.  This  demand  was  re- 
fused and  the  strikers,  generally  speaking,  returned  to  work,  the 
management  reinstating  them  as  far  as  possible. 

The  unauthorized  strike  of  shop  employees  in  the  summer  of  1919 
has  already  been  referred  to. 

Another  unauthorized  strike  which  assumed  substantial  propor- 
tions involved  train  and  engine  employees  in  California,  Nevada  and 
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Arizona.  The  Pacific  Electric  Railway  Company,  a  carrier  not  under 
Federal  Control,  had  a  controversy  with  certain  employees  and  ob- 
tained an  injunction  against  interference  of  strikers.  On  this  account 
train  and  engine  service  employees  on  the  Southern  Pacific  Railroad 
went  on  strike,  not  authorized  by  their  organization,  because  the 
Southern  Pacific  under  Federal  Control  continued  to  interchange 
traffic  with  the  Pacific  Electric.  The  Railroad  Administration  took 
the  position  that  it  was  operating  the  Southern  Pacific  and  other 
railroads  as  common  carriers  and  that  they  must  continue  to  per- 
form their  common  carrier  duties  including  the  interchange  of  traffic 
with  their  connections.  The  Railroad  Administration  called  on  the 
executives  of  the  train  and  engine  brotherhoods  to  require  their 
members  to  resume  work  in  accordance  with  the  working  agreements 
which  had  been  made  between  the  brotherhoods  and  the  Southern 
Pacific  under  private  control  and  which  had  continued  operative 
under  Federal  Control.  The  labor  executives  responded  promptly 
and  earnestly  to  this  request,  but  temporarily  the  strike  spread  with 
great  rapidity  and  was  felt  on  various  railroads  in  Southern  Cali- 
fornia, Nevada  and  Arizona,  resulting  in  tying  up  traffic  and  in 
subjecting  many  passengers  and  prospective  passengers  to  great 
inconvenience.  Since  the  labor  executives  were  unable  promptly  to 
get  their  members  back  to  work,  the  Director  General  issued  a 
proclamation  (which  is  in  the  appendix  to  this  chapter),  fixing  a 
date  by  which  the  strikers  must  return  to  work  or  lose  their  positions. 
He  indicated  that  the  Department  of  Justice  would  cooperate  in 
prosecuting  any  interference  with  the  operation  of  the  railroads. 
The  Proclamation  was  issued  with  the  personal  approval  and  hearty 
support  of  the  President.  The  strikers  promptly  thereafter  returned 
to  work,  but  the  strike  was  an  illustration  of  the  extreme  tension  and 
unrest  existing  throughout  the  country. 

There  was  one  class  of  employees  of  the  Railroad  Administration 
not  embraced  in  the  above  designation  "railroad  employees."  This 
was  the  class  of  marine  workers.  Many  railroads  under  Federal  Con- 
trol operated  ferry  boats,  tug  boats  and  car  floats  as  incidents  to 
their  railroad  business.  Such  floating  equipment  and  the  employees 
operating  the  same  were  under  Federal  Control.  The  Railroad  Ad- 
ministration also  had  possession  and  control  of  various  coastwise 
steamship  lines,  and  these  lines  had  various  classes  of  employees  in 
the  respective  ports.  These  situations  produced  labor  complica- 
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tions.  The  employees  on  the  railroad  ferries,  tugs  and  car  floats 
were  direct  employees  of  the  railroads  and  naturally  compared  their 
rates  of  pay  and  working  conditions  on  the  one  hand  with  those 
accorded  by  the  Railroad  Administration  to  railroad  employees 
proper,  and  on  the  other  hand  with  those  established  for  other  ma- 
rine workers  in  the  same  locality,  as,  for  example,  employees  on  pri- 
vately owned  tug  boats  who  were  frequently  in  the  same  labor  un- 
ions. In  this  way  marine  employees  of  the  Railroad  Administration 
in  a  particular  harbor  became  involved,  from  time  to  time  subsequent 
to  the  Armistice,  in  strikes  along  with  other  marine  employees  in 
the  same  harbor.  This  was  particularly  true  as  to  New  York  Har- 
bor. These  troubles  had  to  be  adjusted  in  the  light  of  the  double 
aspects  of  the  situation.  On  the  one  hand  it  was  not  practicable  to 
deny  to  these  employees  of  the  Railroad  Administration  treatment 
as  favorable  as  that  shown  strictly  railroad  employees.  On  the  other 
hand,  it  was  difficult  to  get  them  to  accept  less  than  was  being  ac- 
corded to  other  similar  marine  workers  in  the  same  port. 

One  of  the  strikes  of  harbor  employees  occurred  in  New  York  in 
January,  1919.  This  strike  involved  harbor  employees  generally, 
including  those  working  for  the  railroads.  This  led  to  a  submission 
to  arbitration.  When  the  arbitrator  made  his  award  the  harbor  em- 
ployees declined  to  accept  it.  Thereafter,  at  the  instance  of  Director 
Tyler  of  the  Division  of  Operation  and  A.  H.  Smith,  Regional  Di- 
rector for  the  Eastern  Region,  the  Railroad  Administration  ad- 
justed the  matter  with  its  harbor  employees  by  putting  into  effect 
for  them  a  basis  of  settlement  which  had  been  earlier  offered  to  them 
and  which  was  in  line  with  the  principles  already  being  applied  for 
the  benefit  of  other  railroad  employees. 

Efficiency  of  Railroad  Labor. 

This  was  a  highly  interesting  and  much  discussed  topic  during 
and  after  Federal  Control.  In  more  recent  years  there  has  been  a 
tendency  to  compare  the  improved  productivity  of  railroad  labor, 
say  in  1925,  with  the  productivity  of  such  labor  in  1919  and  to  argue 
that  since  the  increase  in  efficiency  had  taken  place  after  the  resump- 
tion of  private  control  this  was  not  only  evidence  of  much  less  effi- 
ciency during  the  War  but  also  it  was  evidence  of  governmental 
inefficiency  in  general.  For  example,  it  has  been  pointed  out  that  the 
number  of  ton  miles  of  service  per  railroad  employee  in  1925  was 
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approximately  25  per  cent  greater  than  the  number  of  ton  miles  per 
railroad  employee  in  1919.  The  argument  has  therefore  been  ex- 
pressed or  implied  that  private  operation  was  25  per  cent  more 
efficient  than  governmental  operation. 

But  parallel  with  comments  of  this  character  there  have  also  been 
frequent  comments  on  the  great  increase  in  industrial  efficiency  since 
1919  or  1920. 5  Importance  has  been  attached  to  the  greatly  increased 
productivity  per  employee,  and  consequently  in  efficiency,  in  indus- 
trial enterprises  in  the  last  few  years.  Comments  as  to  increase  in 
industrial  efficiency  have  been  based  at  times  upon  such  showings 
as  that  issued  by  the  Department  of  Labor  in  June,  1927,  which 
indicates  that  for  all  industries  (but  transportation  industry  not 
included)  productivity  per  employee  in  1925  was  more  than  40  per 
cent  greater  than  the  productivity  per  employee  in  1919. 6 

If  productivity  per  employee  in  industrial  enterprises  which  were 
under  private  control  both  in  1919  and  in  1925  increased  by  40  per 
cent  or  anything  approaching  that  figure,  and  if  productivity  per 
employee  in  the  railroad  industry  which  was  in  government  control 
in  1919  and  in  private  control  in  1925,  increased  by  about  25  per 
cent,  it  is  difficult  to  maintain  the  idea  which  has  been  so  frequently 
advanced  that  the  less  productivity  or  efficiency  in  1919  in  the  case 
of  the  railroads  was  due  to  the  mere  fact  of  government  control  in 
1919. 

When  both  sides  of  the  picture  are  considered,  private  operation 
and  government  operation,  it  is  clear  that  the  explanation  for  the 
fact  of  the  great  increase  in  labor  efficiency  since  the  War  must  be 
found  in  some  other  condition  than  the  matter  of  government  opera- 
tion or  private  operation  during  and  immediately  following  the  War. 

During  1918  and  1919  the  business  world  was  practically  unani- 
mous in  the  view  that  labor  was  exceptionally  less  efficient  in  every 
line  of  industry  than  before  the  War.  This  inefficiency  was  a  constant 
topic  of  conversation.  There  were  many  reasons  for  this  condition. 
There  was  a  rapid  "turnover"  of  labor  due  to  men  being  drawn  away 
by  the  Army  and  due  to  the  tendency  to  change  employment  on  ac- 
count of  the  intense  bidding  for  labor  at  constantly  increased  wages. 

6  See  President  Coolidge's  address  to  the  New  York  State  Chamber  of 
Commerce,  November  19,  1925. 

0  See  "Productivity  of  Labor"  in  Monthly  Labor  Review  for  June,  1927, 
issued  by  the  U.S.  Department  of  Labor. 


LABOR 


187 


As  a  result,  there  was  a  very  high  proportion  of  inexperienced  work- 
men. There  were  also  exceptional  difficulties  of  discipline,  arising  in 
large  part  from  the  confident  feeling  of  the  employee  that  if  he  lost 
or  gave  up  his  existing  job  he  would  be  able  to  get  an  even  better 
one. 

But  despite  the  universality  of  the  opinion  in  the  business  world 
that  labor  was  extremely  inefficient,  there  was  a  striking  variation 
in  the  reason  assigned  for  it.  The  general  idea  seemed  to  be  that  in- 
efficiency of  labor  in  private  industry  was  due  to  the  War ;  but  that 
inefficiency  of  railroad  labor  was  due  to  Federal  Control  of  rail- 
roads. It  is  this  same  attitude  which  in  more  recent  years  has  sup- 
ported the  tendency  to  claim  that  the  post-war  increase  in  efficiency 
of  railroad  labor  was  due  to  the  railroads  escaping  from  Federal 
Control,  and  to  claim  practically  in  the  same  breath  that  the  even 
greater  increase  in  efficiency  of  labor  in  private  industry  was  due  to 
entirely  different  causes. 

The  fact  is  that  the  improvements  in  efficiency  in  both  cases  have 
been  due  in  a  general  way  to  the  same  conditions,  and  to  getting 
away  from  the  hampering  and  demoralizing  influences  of  the  War 
(which  apparently  affected  industry — judging  by  the  prices  indus- 
try charged  for  its  products — at  least  as  much  as  it  affected  the 
railroads).  In  the  years  immediately  following  the  Armistice,  pri- 
vate business  and  industry  in  general  took  stock  of  the  unfavorable 
operating  conditions  growing  out  of  the  War,  got  back  their  skilled 
emplo3Tees,  devised  methods  to  increase  the  efficiency  of  their  labor 
and  accordingly  made  substantial  improvement  in  their  operating 
results.  The  railroads  did  the  same.  The  railroads  as  well  as  industry 
in  general  sought  to  redouble  energy  and  initiative  so  as  to  lift  their 
enterprises  to  new  levels  of  efficiency. 

It  has  been  pointed  out  in  Chapter  XII  on  Capital  Expenditures, 
Finance  and  Accounting,  that  the  Government  was  not  able  during 
the  period  of  Federal  Control  to  make  improvements  simply  to  pro- 
mote economy  of  operation,  since  all  the  capital  available  was  de- 
voted during  the  War  to  improvements  to  enlarge  capacity  for  han- 
dling traffic  or  to  promote  safety.  But  after  the  return  to  private 
control  the  railroad  companies  very  properly,  and  especially  so  on 
account  of  the  increased  cost  of  labor,  set  about  making  labor-savins 
and  efficiency-promoting  improvements  and  between  1920  and  1927 
they  expended  about  $3,600,000,000  for  new  or  improved  facilities, 


188        WAR  HISTORY  OF  AMERICAN  RAILROADS 


thus  increasing  their  property  investment  by  about  20  per  cent. 
These  improvements  have  materially  changed  methods  of  operation 
so  as  to  save  labor  and  increase  efficiency.7 

It  is  progress  of  this  character  that  has  contributed  largely,  both 
in  railroads  and  in  industry  generally,  to  the  increased  productivity 
per  employee.  Of  course  in  both  these  lines  of  enterprise  there  has 
also  been  important  improvement  of  morale  since  the  troubled  period 
of  the  War. 

Certainly  in  the  case  of  the  railroads  the  disturbances  incident  to 
war  conditions  and  to  the  sudden  transition  from  private  to  public 
control  and  the  subsequent  transition  back  to  private  control  had 
disturbing  effects.  These  disturbing  factors  included  the  rapid  un- 
ionization of  all  railroad  labor  not  theretofore  unionized,  the  transfer 
to  Washington  of  ultimate  decision  of  contested  questions  of  disci- 
pline, the  sudden  readjustment  of  the  relative  levels  of  pay  as  be- 
tween different  classes  of  employees,  and  the  extensive  changes  in 
working  conditions  in  1918.  Additional  factors  which  also  played  a 
vital  part  were  the  impending  termination  of  Federal  Control  after 
the  Armistice,  the  conflicting  interests  of  railroad  officials  and  or- 
ganized railroad  labor  as  to  the  continuance  of  that  control,  and  a 
certain  relaxation  of  interest  on  the  part  of  railroad  officials  in  mak- 
ing in  the  matter  of  economy  and  efficiency  as  good  a  showing  for  a 
temporary  control  on  the  point  of  disappearance  as  they  naturally 
would  for  a  permanent  management.  All  these  things  contributed  to 
a  state  of  unrest  which  was  not  conducive  to  the  best  possible  results. 

In  view  of  these  factors,  it  is  remarkable  that  in  the  year  1919 
such  a  satisfactory  showing  was  made.  That  year  was  beset  by  ab- 
normal economic  factors,  such  as  the  slump  in  business  early  in  the 
year,  the  spurt  in  business  in  the  summer  and  early  fall,  the  unau- 
thorized shopmen's  strike  in  the  summer,  the  steel  strike  in  Septem- 
ber, the  coal  strike  in  November  and  other  disturbances,  and  all  in 
the  face  of  the  rapidly  nearing  termination  of  Federal  Control. 
Nevertheless  the  productivity  of  railroad  labor,  when  measured  by 
the  ton  miles  of  service  in  proportion  to  the  number  of  hours  worked 
by  the  employees  and  paid  for  by  the  management,  made  actually 

7  An  interesting  development  of  these  facts  is  contained  in  an  address  by 
Ralph  Budd,  President  of  the  Great  Northern  Railway  Company,  before  the 
National  Electric  Light  Convention  at  Atlantic  City,  New  Jersey,  June  8, 
1927. 
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a  more  favorable  showing  than  in  1916,  and  within  one-tenth  of 
one  per  cent  as  favorable  as  the  showing  in  1917. 

Revenue  and 


Employee-Hours 

Non-Revenue  Ton  Miles 

Total 

Average 

Total 

Per  Em- 

Year 

(Millions) 

per  Employee 

(Millions) 

ployee  Hour 

1916 

5,190 

3,151 

396,365 

76.4 

1917 

5,438 

3,138 

430,319 

79.1 

1918 

5,701 

3,096 

440,002 

77.2 

1919 

5,032 

2,630 

395,699 

78.6 

This  showing  is  all  the  more  strikingly  favorable  to  1919  when  it  is 
considered  that  on  account  of  the  extreme  slump  in  business  in  the 
first  half  of  the  year  the  total  volume  of  freight  business  was  smaller 
than  in  1916  and  much  smaller  than  in  1917. 

In  any  comparisons  of  productivity  of  railroad  labor  in  1919,  as 
compared  with  pre-war  years,  it  is  important  to  make  the  comparison 
upon  the  basis  of  hours  worked,  rather  than  on  the  basis  of  persons 
employed.  Prior  to  Federal  Control  the  railroad  employees  were 
quite  generally  working  on  a  ten-hour  day  (sometimes  a  nine-hour 
day),8  while  the  eight-hour  day  was  formally  established  for  all 
railroad  labor  during  1918  and  was  therefore  enforced  as  to  all  for 
all  of  1919.  As  a  result  of  this  change  it  appears  that,  while  in  the 
year  ending  June  30,  1914,  railroad  employees  worked  59.7  hours 
per  week,  they  worked  on  an  average  only  51.4  hours  in  1919,  being 
then  on  the  eight-hour  day  and  working  very  little  overtime.  A  com- 
parison of  production  per  employee  between  1919  and  any  pre-war 
year  overlooks  the  consideration  that  in  1919  the  employees  were 
working,  and  were  getting  paid  for,  16  per  cent  less  hours  per  week 
than  was  the  case  in  a  normal  pre-war  year.  On  the  other  hand,  com- 
parison per  employee  in  1919  and  in  post-war  years  is  not  open  to 
this  same  objection,  because  the  eight-hour  day,  established  in  1918, 
still  prevails  with  minor  exceptions. 

Any  studied  consideration  of  this  matter  must  lead  to  the  conclu- 
sion that,  despite  the  numerous  reasons  why  the  productivity  of 
railroad  employees  might  easily  have  been  greatly  impaired  during 

8  This  is  subject  to  the  important  exceptions  (1)  that  numerous  railroads 
already  had  working  agreements  with  their  shop  employees  recognizing  the 
eight-hour  day,  and  (2)  the  basic  eight-hour  day  had  been  established  in  1917 
for  employees  in  train  and  engine  service. 
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Federal  Control,  the  general  average  of  the  railroad  efficiency  in  that 
period  makes  an  extremely  favorable  comparison  with  pre-war  effi- 
ciency and  compares  with  post-war  efficiency  fully  as  well  as  does 
industrial  war-time  efficiency  with  post-war  efficiency.  In  other  words, 
the  difficulties  were  primarily  due  to  the  War  both  in  railroads  and 
in  other  forms  of  industries  and  not  to  the  character  of  control, 
whether  public  or  private. 

One  additional  fact  needs  to  be  stressed:  the  number  of  railroad 
employees  was  not  increased  during  Federal  Control  on  account  of 
political  pressure  to  find  places  for  individuals.  The  Railroad  Ad- 
ministration was  non-partisan.  It  was  a  remarkable  exemplification 
of  the  ideal  of  the  office  seeking  the  man,  and  seeking  him  without 
regard  to  his  political  affiliations.  The  question  of  politics  never 
arose  in  the  selection  of  any  member  of  the  Central  Administration 
or  of  the  Regional  Administrations  or  of  the  Federal  Managers  or 
their  staffs.  In  fact,  the  Railroad  Administration  was  so  non-partisan 
that  there  was  practically  not  a  sign  of  political  pressure  from  mem- 
bers of  Congress  or  from  other  persons  in  public  office  to  find  places 
for  constituents. 

When  it  came  to  the  determination  as  to  how  many  or  what  em- 
ployees should  be  hired  on  a  particular  railroad,  this  was  left  en- 
tirely to  the  Federal  Managers,  who  themselves  were  practical  rail- 
road operating  officers  chosen  without  regard  to  politics.  No  Federal 
Manager  was  ever  encouraged  to  increase  unnecessarily  the  forces 
employed  on  his  railroad.9  On  the  contrary,  Federal  Managers  were 
urged  again  and  again  by  the  Central  Administration  to  avoid  the 
employment  of  unnecessary  labor.10  Therefore  the  notion,  so  fre- 

9  It  might  be  argued  that  the  classifications  of  labor  established  in  1918 
forced  the  Federal  Managers  to  increase  the  number  of  employees.  This  ac- 
tion, however,  was  not  political.  It  had  the  support  of  the  practical  railroad 
men  in  the  Division  of  Operation,  who  evidently  regarded  it  as  necessitated 
by  war  conditions.  Moreover,  the  number  of  employee-hours  paid  for  on  the 
railroads  as  a  whole  during  Federal  Control  negatives  the  idea  that  the  classi- 
fication of  labor  increased  the  amount  of  labor  paid  for  to  any  such  extent 
as  to  affect  the  averages  appreciably. 

10  The  Railroad  Administration  made  numerous  investigations  seeking  to 
eliminate  unnecessary  labor  and  substantial  reductions  in  the  forces  on  many 
railroads  resulted.  On  one  railroad  it  appeared  that  such  a  reduction  in  the 
pay  roll  aggregated  over  $1,000,000  a  year  and  still  greater  reductions  were 
made  on  other  railroads. 
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quently  underlying  the  public  attitude  toward  government  enter- 
prises, that  the  number  of  employees  is  expanded  from  political 
motive  had  absolutely  no  foundation  in  the  case  of  the  Railroad 
Administration. 

It  is  important  to  emphasize  this  thought  because  apparently  in 
many  quarters  critics  of  the  efficiency  of  railroad  labor  have  started 
out  by  assuming  that  because  the  Railroad  Administration  was  a 
government  enterprise  it  must  have  enlarged  the  number  of  em- 
ployees on  its  pay  rolls  from  political  considerations  and  hence  that 
comparatively  great  inefficiency  could  be  taken  for  granted  without 
the  necessity  for  being  established  by  careful  analysis. 


CHAPTER  XV 


TRANSPORTATION  RATES 

Not  long  after  the  commencement  of  the  War  in  Europe,  railroad 
operating  costs,  as  well  as  costs  of  all  other  forms  of  industrial  enter- 
prise, began  to  increase  substantially  and  continued  to  increase  until 
nearly  two  years  after  the  Armistice,  or  until  the  middle  of  1920. 
The  action  and  policies  of  the  Railroad  Administration  in  making, 
and  in  omitting  to  make,  increases  in  transportation  rates  to  meet 
the  rising  costs  of  operation  as  they  developed  during  Federal  Con- 
trol deserve  full  explanation.  Of  course,  the  extent  to  which  the  cost 
of  conducting  Federal  Control  of  the  railroads  had  to  be  borne  by 
the  public  partly  through  taxation,  instead  of  wholly  through  pay- 
ment of  transportation  rates,  was  dependent  in  large  part  upon  the 
extent  to  which  the  Railroad  Administration  could  and  did  increase 
the  transportation  rates. 

The  Rate  Increase  in  1918. 

When  Federal  Control  began  it  was  apparent  that  the  railroads 
were  badly  in  need  of  increased  rates.  Chapter  II  indicates  the  limited 
extent  to  which  this  matter  had  been  dealt  with  by  the  Interstate 
Commerce  Commission  in  1917. 

The  statute  under  which  the  Government  took  possession  and  con- 
trol of  the  railroads  did  not  purport  to  confer  any  rate-making 
power  upon  the  Government.  But  the  power  to  make  rates  was  con- 
ferred on  the  President  by  the  Federal  Control  Act  of  March  21, 
1918.  The  Commission,  upon  complaint  made  to  it,  could  correct 
these  rates  if  it  decided  they  were  unreasonable,  but  it  could  not, 
pending  decision,  suspend  them,  as  it  could  rates  initiated  by  the 
railroad  companies.  The  Commission,  in  passing  upon  the  reasonable- 
ness of  rates  so  complained  of,  was  required  to  "give  due  considera- 
tion to  the  fact  that  the  transportation  systems  are  being  operated 
under  a  unified  and  coordinated  national  control  and  not  in  compe- 
tition," and  was  also  required  to  take  into  consideration  in  its  hear- 
ings any  certificate  by  the  President  that,  in  order  to  defray  the 
expenses  of  Federal  Control  and  operation  and  compensation  of  "the 
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carriers,  operating  as  a  unit,"  it  was  necessary  to  increase  the  rail- 
way operating  revenues. 

The  authority  thus  conferred  on  the  President  covered  intrastate 
as  well  as  interstate  rates  and  only  the  Interstate  Commerce  Com- 
mission was  given  power  to  change  either  intrastate  rates  or  inter- 
state rates  made  by  him. 

In  anticipation  of  such  rate-making  power  being  conferred  upon 
the  President,  the  appropriate  officers  of  the  Railroad  Administra- 
tion had  already  been  giving  consideration  to  the  problem  of  a 
speedy  and  nation-wide  revision  of  the  rates, — a  task  of  great  com- 
plexity on  account  of  intricacy  of  the  rate  relationships  which  were 
the  outgrowth  of  more  than  half  a  century  of  railroad  operation  and 
of  a  great  variety  of  railroad  and  commercial  competition  and  of 
frequent  regulation  of  the  rate  structure  by  both  State  and  Federal 
authorities. 

On  May  25,  1918,  the  Director  General  made  General  Order  No. 
£8  increasing  freight  and  passenger  rates  on  all  railroads  under 
Federal  Control,  effective  June  10  as  to  passenger  rates  and  June  25 
as  to  freight  rates. 

By  that  order  freight  rates  both  interstate  and  intrastate  were 
increased,  generally  speaking,  about  25  per  cent,  with  certain  varia- 
tions and  limitations  not  necessary  to  describe  or  explain  here.  The 
general  effect  was  to  increase  freight  rates  on  the  average  by  about 
28  per  cent. 

Passenger  fares  generally,  both  interstate  and  intrastate,  were  in- 
creased at  the  same  time  to  three  cents  per  mile  when  lower  than  that 
figure.  Commutation  passenger  rates,  for  daily  or  regular  short  haul 
traffic  to  and  from  cities,  were  increased  uniformly  10  per  cent 
throughout  the  country.  Passengers  in  sleeping  cars  and  parlor  cars 
were  required,  for  the  first  time,  in  addition  to  paying  for  their  berths 
or  seats,  to  pay  an  additional  passage  charge  which  was  fixed  at 
half  a  cent  per  mile.1  The  general  effect  was  to  increase  passenger 
fares  and  the  fares  for  the  country  as  a  whole  by  about  18  per  cent, 
excluding  the  additional  passage  charge  which  was  discontinued  in 
December,  1918. 

These  rate  increases,  being  a  war  measure,  were  made  without  giv- 
ing the  shipping  or  traveling  public  any  opportunity  to  be  heard. 

1  The  additional  half  cent  per  mile  for  passengers  in  sleeping  and  parlor 
cars  was  discontinued  toward  the  end  of  1918. 
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There  was  not  even  any  formal  consultation  with  the  Interstate 
Commerce  Commission.  There  was  no  consultation  with  the  State 
commissions.  When  the  order  was  issued  the  Director  General  issued 
an  appeal  to  the  State  commissions  bespeaking  their  patriotic  co- 
operation. The  whole  nation  being  thoroughly  imbued  with  the  war 
spirit,  these  rate  increases  were  accepted  without  serious  objection 
for  the  time  being. 

These  rates  were  established  on  the  basis  of  the  recommendation 
of  the  traffic  experts  of  the  Railroad  Administration  under  the  direc- 
tion and  supervision  of  Edward  Chambers,  Director  of  the  Division 
of  Traffic,  and  after  full  consideration  in  conjunction  with  C.  A. 
Prout}',  Director  of  the  Division  of  Public  Service  and  Accounting. 

These  rate  increases,  being  made  for  the  benefit  of  Federal  Con- 
trol of  railroads,  as  contemplated  by  the  Federal  Control  Act,  were 
made  on  a  general  basis  for  the  country  as  a  whole  and  on  the  theory 
that  the  railroads  were  being  operated  as  a  unit,  and  without  regard 
to  the  effect  upon  any  particular  railroad  or  sectional  group  of 
railroads.  On  account  of  the  difference  in  abilities  of  different  com- 
modities to  stand  the  rate  increases  there  were  some  variations  from 
the  25  per  cent,  but  these  variations  were  made  without  regard  to 
how  the  revenues  of  particular  railroads  would  profit  from  the  in- 
creases. For  example,  on  iron  ore  moving  from  the  mines  to  the  Great 
Lakes  and  then  having  a  lake  movement  and  then  another  rail  move- 
ment to  reach  destination,  it  was  decided,  as  a  matter  of  convenience, 
to  allow  no  increase  on  the  second  rail  movement ;  and  this  notwith- 
standing the  fact  that,  separately  considered,  the  railroad  perform- 
ing the  second  rail  movement  might  be  more  in  need  of  additional 
revenue  than  the  railroad  performing  the  first  rail  movement.  The 
ability  to  handle  the  matter  in  this  unified  way  and  without  regard 
to  the  needs  of  railroads  in  particular  sections  of  the  country  greatly 
facilitated  consideration  and  disposition  of  the  problem. 

Although  great  care  was  taken  by  the  rate  experts,  who  were 
among  the  best  in  the  country,  to  avoid  unnecessary  disturbance  of 
business  through  upsetting  existing  rate  relationships  and  methods 
of  rate  construction,  an  enormous  number  of  questions  arose  as  to 
the  effect  of  the  order,  particularly  those  portions  of  it  dealing  with 
freight  rates.  The  freight  rate  structure  of  the  country  is  such  a 
labyrinth  of  competitive  interrelations  and  of  different  methods  of 
rate  construction  that  it  is  impossible  to  make  changes  general  in 
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scope,  no  matter  how  simply  expressed,  without  encountering  thou- 
sands of  unforeseen  aspects.  To  cope  with  these  questions,  the  Divi- 
sion of  Traffic  created  thirty-three  rate  committees  in  different  parts 
of  the  country  to  consider  these  problems.  These  committees  were  at 
work  on  the  matter  at  least  a  year  and  a  half  and  issued  about  20,000 
rate  advices  to  deal  with  the  problems  thus  arising. 

Such  rate  increases  were  unprecedented  in  the  history  of  the 
country.  No  general  rate  increase  throughout  the  entire  country 
had  ever  been  made  or  even  seriously  proposed  under  private  con- 
trol. No  rate  increase,  even  partial  in  territorial  extent,  had  ever 
been  sanctioned  to  anything  approaching  the  percentages  of  increase 
which  were  made  by  this  order.  The  order  was  a  striking  illustration 
of  the  power  of  the  Government  over  the  railroads  when  operated 
as  a  unit  by  the  Government  for  war  purposes.  But  even  with  all  the 
powers  of  the  Government  in  the  emergency  of  war,  it  was  not  prac- 
ticable to  make  these  rate  increases  effective  until  virtually  six  months 
of  Federal  Control  had  elapsed.  During  that  period  the  cost  of  opera- 
tion had  increased  so  much  that  the  Government  had  to  incur  a  large 
loss  after  accounting  to  the  railroad  companies  for  the  first  six 
months'  rental.  This  loss  amounted  to  $328,391,000  after  charging 
to  the  costs  of  the  first  six  months  the  retroactive  wage  increases  for 
those  months  which  were  actually  paid  later  in  the  year. 

While  operating  costs  continued  to  increase  through  the  remainder 
of  1918,  due  largely  to  further  increases  in  wages  and  to  changes  in 
working  conditions  made  in  the  summer  and  fall  of  1918,  there  was 
no  indication  that  the  rates  as  increased  in  1918  would  not  cover  the 
cost  of  operations  and  rental  if  the  railroads  continued  to  have  a 
normal  volume  of  traffic. 

Losses  from  November,  1918,  to  June,  1919,  Due  Particularly  to 
Slump  in  Business.  In  July  and  August,  1919,  Operating  Costs 
and  Rentals  Were  Earned  on  Existing  Rates,  Dae  to 
Revival  of  Business. 

Immediately  after  the  Armistice  there  developed  a  very  serious 
slump  in  business.  This  became  apparent  in  the  operating  returns 
from  November,  1918,  which  were  available  at  the  end  of  December. 
The  showing  was  even  worse  for  the  month  of  December.  As  has  been 
pointed  out  in  Chapter  VI  this  business  depression,  unprecedented 
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up  to  that  time,  in  the  loss  of  traffic  and  revenues  to  the  railroads, 
was  the  controlling  feature  of  the  situation  up  to  and  including  the 
month  of  June,  1919.  In  the  eight  months  from  November,  1918, 
to  June,  1919,  the  operating  revenues  fell  short  by  $255,000,0002 
of  paying  the  operating  costs  and  the  proportionate  part  of  the 
standard  return.  There  was,  however,  no  serious  pressure  during  this 
period  for  an  increase  in  rates  to  counteract  the  loss  in  revenues. 
Those  advised  as  to  the  situation  appreciated  that  a  time  of  heavy 
loss  of  traffic  due  to  business  depression  was  not  an  expedient  time 
for  increasing  rates,  since  that  would  merely  accentuate  the  loss  of 
traffic  and  would  still  further  complicate  the  business  depression. 

An  analogous  situation  developed  in  1921,  about  a  year  after  the 
railroads  had  been  returned  to  private  control.  In  the  first  six  months 
of  1921  the  net  railway  operating  income  of  Class  I  railroads  was 
only  $145,034,715,  as  compared  with  $178,243,0003  in  the  first  six 
months  of  1919.  But  in  1921,  as  well  as  in  1919,  the  view  prevailed 
that  there  should  be  no  general  rate  increase,  in  time  of  heavy  busi- 
ness depression,  to  make  up  for  the  serious  income  shortage  so  largely 
due  to  that  depression. 

The  depression  which  had  involved  the  Railroad  Administration 
in  such  heavy  losses  up  to  and  including  June,  1919,  then  gave  way 
to  a  sudden  and  strong  revival  of  business  by  July, — another  illus- 
tration of  the  kaleidoscopic  changes  in  the  economic  situation  in  the 
post-war  period.  In  that  month,  as  well  as  in  August  and  September, 
the  Railroad  Administration  earned  enough  to  pay  the  operating 
costs  as  well  as  the  full  proportion  of  rental  chargeable  to  those 
months.4 

The  Policy  in  the  Summer  and  Fall  of  1919  Was  to  Avert  Wage 
Increases  and  Rate  Increases  with  their  Adverse  Effect  on 
the  High  Cost  of  Living. 

Wage  demands,  which  had  been  agitated  and  pressed  throughout 
the  spring,  came  to  a  head  in  July  and  August.  If  they  had  been 

2  For  basis  for  this  figure,  see  appendix  to  Chapter  XVI. 

3  For  basis  for  this  figure,  see  appendix  to  Chapter  XVI. 

4  This  "full  proportion  of  rental"  means  that  a  proportion  of  the  year's 
rental  is  taken  corresponding  with  the  heavy  proportion  attributable  to  the 
months  of  July,  August  and  September  in  the  average  year's  earnings  of  the 
test  period. 
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conceded  it  would  have  involved  a  burden  of  about  $800,000,000 
additional  operating  cost  per  year. 

This  would  have  involved  an  increase  of  rates  or  would  have  had 
to  be  paid  out  of  the  public  treasury,  since  the  existing  rates  were  in 
July  and  August  producing  only  a  small  margin  above  the  operating 
costs  and  rentals. 

At  that  time  the  Government  was  much  concerned  at  the  continued 
mounting  of  the  cost  of  living,  which  was  putting  heavy  burdens  on 
the  public,  serving  to  disturb  economic  conditions  and  furnish  fuel 
for  labor  agitation  in  industry  generally.  It  was  believed  that  an 
increase  in  rates  to  meet  the  cost  of  such  wage  concessions  would 
accentuate  an  increase  in  the  cost  of  living,  probably  out  of  all  pro- 
portion to  the  increase  in  rates  itself,  and  that  this  increase  in  the 
cost  of  living  would  speedily  lead  to  demands  that  it  be  covered  by 
still  further  increases  in  wages. 

It  therefore  seemed  to  be  the  part  of  wisdom  to  hold  railroad 
wages  as  nearly  as  practicable  where  they  were  and  thereby  avoid 
the  necessity  for  increases  in  rates.  This  was  particularly  indicated 
as  the  sound  course  because  it  was  the  general  conviction  that  the 
cost  of  living  was  attaining  levels  which  could  be  only  temporary  and 
that  if  the  railroad  situation  as  to  wages  and  rates  could  be  held 
approximately  where  it  was  for  a  few  months,  the  general  public 
interest  in  reducing  the  cost  of  living  would  be  distinctly  promoted. 

In  accordance  with  this  general  policy  the  Director  General  denied 
demands  of  the  shopmen  for  large  general  increases  in  wages  and  on 
August  25, 1919,  the  President  issued  a  statement  concurring  in  that 
denial.  He  expressed  the  opinion  that  the  cost  of  living  would  soon 
begin  to  fall,  that  the  situation  was  temporary  and  ought  not  to  be 
met  by  wage  increases  which  would  likely  be  permanent  and  that  in- 
creases in  wages  at  that  time  would  likely  still  further  increase  the 
cost  of  living  and  we  should  only  have  to  go  through  the  same  process 
again ;  that  only  by  keeping  the  cost  of  production  on  the  level  then 
prevailing,  by  increasing  production,  and  by  rigid  economy,  could 
we  hope  for  large  decreases  in  the  burdensome  cost  of  living.  The 
President  further  said : 

We  are  acting,  not  for  private  corporations,  but  in  the  name  of  the 
Government  and  the  public,  and  must  assess  our  responsibility  accord- 
ingly. For  it  is  neither  wise  nor  feasible  to  take  care  of  increases  in  the 
wages  of  railroad  employees  at  this  time  by  increases  in  freight  rates. 
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It  is  impossible  at  this  time,  until  peace  has  come  and  normal  conditions 
are  restored,  to  estimate  what  the  earning  capacity  of  the  railroads  will 
be  when  ordinary  conditions  return.  There  is  no  certain  basis,  therefore, 
for  calculating  what  the  increases  of  freight  rates  should  be,  and  it  is 
necessary  for  the  time  being  at  any  rate,  to  take  care  of  all  increases  in 
the  wages  of  railway  employees  through  appropriations  from  the  Public 
Treasury.5 

Slightly  Less  Favorable  Operating  Results  Beginning  with  October 
Raised  Question  as  to  Rate  Increase.  This  Would  Have  at 
Once  Reopened  the  General  Wage  Situation. 

In  July  and  August,  1919,  as  well  as  in  September,6  the  net  rail- 
way operating  income  was  greater  than  it  had  been,  on  the  average, 
in  the  corresponding  months  of  the  test  period  (the  three  years  end- 
ing June  30,  1917).  It  was  not  until  October6  that  the  net  railway 
operating  income  fell  below  the  same  figure  for  the  average  October 
of  the  test  period.  But  the  decrease  was  so  slight,  being  only  $8,000,- 
000,  that  it  would  have  been  avoided  if  there  had  been  an  increase  of 
only  2  per  cent  on  all  rates,  passenger  and  freight.  To  have  reopened 
the  whole  wage  situation  for  the  sake  of  such  minor  rate  adjust- 
ments would  have  been  extremely  unwise,  even  if  such  rate  increases 
could  have  been  made  effective  in  time  to  be  of  value  to  the  Railroad 
Administration.  But,  as  explained  below,  the  Railroad  Administra- 
tion would  have  gotten  no  benefit  on  account  of  the  delay  in  getting 
any  rate  increases  put  into  effect. 

It  still  seemed  to  the  Director  General  that  it  was  more  in  the 
public  interest  to  hold  rates  and  wages  for  the  time  being  as  nearly 
as  practicable  at  the  levels  then  existing  than  to  attempt  then  to 
readjust  the  situation.  This  was  especially  true  because,  on  the  basis 
of  the  indications  even  in  October,  the  significance  to  the  public 

6  As  a  matter  of  fact,  contrary  to  the  general  expectation  and  belief  at 
that  time,  the  cost  of  living  continued  to  rise  for  nearly  a  year  after  August, 
1919.  As  a  result  the  Labor  Board,  after  the  return  of  the  railroads  to  pri- 
vate control,  felt  forced  to  report  in  favor  of  increases  in  wages,  effective 
May  1,  1920,  aggregating  about  $618,000,000  per  year. 

6  The  results  for  the  months  of  September  and  October  as  above  referred 
to  are  readjusted  so  as  to  eliminate  retroactive  payments  of  wages  charged 
in  those  months  but  pertaining  to  earlier  months  and  (in  October)  a  book- 
keeping debit  in  connection  with  the  reinstatement  of  per  diem  charges  be- 
tween railroads  under  Federal  Control. 


TRANSPORTATION  RATES 


199 


treasury  was  proportionately  small,  the  loss  for  that  month  being 
only  an  insignificant  fraction  of  the  loss  for  the  eight  months  of  the 
business  depression,  which  in  no  event  could  be  reimbursed  by  an 
increase  in  rates.  This  policy  did  not  grow  out  of  any  mistaken  as- 
sumption that,  merely  by  refraining  from  increasing  rates  for  the 
time  being,  the  public  would  be  saved  from  the  total  cost  of  railroad 
operation.  The  President  and  Director  General,  however,  were  of  the 
opinion  that  the  way  to  keep  at  the  minimum  the  stimulation  of  the 
factors  playing  a  part  in  the  upward  movement  of  the  cost  of  living 
was  to  refrain  from  lifting;  to  new  levels  either  rates  or  wages. 

In  the  Fall  of  1919  Rates  Could  not  Be  Made  as  a  War  Measure  or 
Soon  Enough  to  Benefit  the  Railroad  Administration,  Espe- 
cially i/n  View  of  the  Congressional  Attitude. 

With  the  signing  of  the  Armistice,  the  time  passed  for  justifying 
a  rate  increase  as  a  war  measure.  The  temper  of  the  public  was  such 
that  general  rate  increases  could  not  be  made  in  the  fall  of  1919 
except  after  full  hearings  by  the  proper  peace-time  rate-making 
tribunals,  Federal  and  State. 

Congress,  in  its  session  ending  March  4,  1919,  showed  its  inten- 
tion to  legislate  to  that  effect.  After  the  termination  of  hostilities, 
and  the  replacement  of  the  war  spirit  by  a  spirit  of  general  unrest 
and  criticism,  there  had  developed  a  feeling  that  the  President  should 
no  longer  have  the  power  to  initiate  rate  increases  without  the  In- 
terstate Commerce  Commission  having  the  right  of  suspension  and 
decision  prior  to  the  rates  going  into  effect.  The  State  commissions, 
too,  were  discontented  that  they  had  been  excluded  from  control 
over  intrastate  rates.  On  March  3,  1919,  a  bill  was  favorably  re- 
ported in  the  Senate  giving  the  Interstate  Commerce  Commission 
the  power  to  suspend  any  rates  initiated  by  the  President.  It  was 
avowed  that  if  the  appropriation  for  the  Railroad  Administration 
then  under  consideration  was  pressed  to  a  vote  before  the  adjourn- 
ment on  March  4>,  that  bill  would  be  put  on  it  as  a  rider.  This  bill, 
known  as  Senate  Bill  64)1,  was  passed  by  the  Senate  at  the  extra 
session  beginning  in  May,  1919,  the  date  of  such  passage  being  June 
12.  It  was  reported  in  the  House  with  amendments  August  13,  passed 
by  the  House  September  24,  and  the  conference  report  was  adopted 
in  the  House  October  30  and  in  the  Senate  November  3.  By  the  bill 
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as  finally  passed  by  both  Houses,  the  Interstate  Commerce  Commis- 
sion was  given  the  power  to  suspend  interstate  rates  initiated  bv  the 
President,  and  the  President  was  in  effect  prohibited  from  increasing 
intrastate  rates  at  all  without  the  prior  approval  of  the  State  com- 
missions. 

Consideration  of  this  matter  by  Congress  was  delayed  as  long  as 
it  was  because  the  Director  General  assured  the  Congressional  leaders 
that  no  general  rate  increases  were  in  immediate  contemplation.  The 
Director  General's  desire  to  delay  the  passage  of  the  bill  was  in 
order  to  postpone  its  presentation  to  the  President  for  approval,  he 
being  absent  during  part  of  August  and  ill  during  and  after  Sep- 
tember. Upon  passage  of  the  bill  in  November  the  President  vetoed 
it  because  he  regarded  its  provision  that  no  intrastate  rates  could  be 
initiated  except  with  the  approval  of  the  State  commissions  as  in 
derogation  of  the  Federal  power.  The  sentiment  in  favor  of  the  bill 
was  so  pronounced  that  it  would  have  been  passed  much  earlier  (and 
if  necessary  over  the  President's  veto),  if  it  had  been  deemed  neces- 
sary to  forestall  the  initiation  of  rates  which  would  be  free  from  the 
power  of  suspension  by  the  ordinary  Federal  and  State  rate-making 
tribunals. 

This  bill  exemplifies  the  popular  hostility  to  the  President's  war- 
time method  of  making  rates.  If  in  the  fall  of  1919  the  Railroad 
Administration  had  attempted  to  make  rate  increases,  it  would  have 
been  necessary  to  handle  the  matter  as  a  peace-time  proposal.  The 
rate  increases  could  not  have  been  effective  until  investigation,  upon 
hearings  by  the  Interstate  Commerce  Commission,  and  probably 
not  until  after  corresponding  investigation,  upon  hearings,  by  the 
State  commissions  as  to  intrastate  rates.  Even  the  war-time  increase 
in  rates  made  in  May,  1918,  involved  several  months  of  study  and 
delay  before  the  rates  could  be  made  effective,  although  no  hearings 
were  had  and  no  commissions  had  to  be  consulted.  With  the  necessity 
for  hearings,  and  the  extremely  critical  attitude  indicated  by  Con- 
gress and  by  the  public  alike,  the  hearings  undoubtedly  would  have 
occupied  a  substantial  length  of  time.  There  was  practically  no  pros- 
pect of  any  proposal  of  rate  increases  initiated  even  as  early  as 
September,  1919,  being  heard  and  determined  by  the  necessary  com- 
mission or  commissions  and  the  rate  increases  being  made  effective 
before  the  end  of  December.  Federal  Control  was  to  end  on  December 
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31. 7  Consequently,  no  benefits  to  the  Railroad  Administration  could 
be  expected  from  any  efforts  made  at  any  time  in  the  fall  of  1919 
to  increase  rates.  Nevertheless,  the  mere  proposal  to  increase  rates 
would  have  reopened  the  wage  questions  which  the  Railroad  Admin- 
istration was  trying  to  hold  in  abeyance  in  the  hope  and  belief  that 
the  peak  of  the  high  cost  of  living  would  be  reached  and  a  downward 
trend  would  begin. 

The  Position  of  the  Railroad  Executives  That  the  Director  General 
Ought  to  Prescribe  Rates  Sufficient  to  Meet  the  Needs  of  the 
Railroads  after  the  Return  to  Private  Control. 

It  was  strongly  urged  upon  the  Director  General  by  the  railroad 
executives  in  the  early  fall  of  1919,  that  he  should  prescribe  rates 
sufficient  to  meet  the  needs  of  the  railroads  after  the  return  to  private 
control. 

The  railroad  executives  based  their  contention  in  large  part  upon 
the  view  that  the  President  at  the  time  of  taking  possession  of  the 
railroads  had  declared  that  the  Government  would  scrupulously  look 
after  the  interests  of  the  stockholders  and  would  return  the  prop- 
erties in  good  condition.  This  declaration  by  the  President,  however, 
conferred  no  rate-making  power  upon  him,  and,  particularly,  no 
power  to  make  rates  to  cover  the  needs  of  private  operation  after  the 
end  of  Federal  Control.  By  the  Federal  Control  Act,  Congress  indi- 
cated clearly  that  the  President's  power  to  increase  rates  would  be 
exercised  for  the  purpose  of  obtaining  sufficient  revenues  to  meet  the 
cost  while  the  railroads  were  operated  by  the  Government  under 
unified  control.  The  Federal  Control  Act  did  not  contemplate  em- 
powering the  President  to  make  schedules  of  rates  on  which,  after 
the  end  of  Federal  Control,  the  railroads  could  operate  successfully 
under  private  management  as  separate  and  competing  carriers. 
That  Act  had  not  concerned  itself  about  what  would  be  the  status 
of  railroad  rates  after  the  return  to  private  control.  Indeed,  it  was 
doubted  whether  the  rates  initiated  by  the  President  would  continue 
in  effect  at  all  after  the  end  of  Federal  Control  in  the  absence  of 
additional  legislation.  To  remove  this  doubt,  the  Transportation 
Act  of  1920  declared  that  the  rates  initiated  by  the  President  for 

7  In  the  latter  part  of  December,  Federal  Control  was  extended  for  two 
months  to  enable  Congress  to  complete  its  railroad  legislation. 
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the  purposes  of  Federal  Control  should  continue  in  effect  until 
changed  pursuant  to  law. 

Under  private  control  the  needs  of  the  railroads  in  different  sec- 
tions of  the  country  were  different.  Some  had  suffered  more  than 
others  from  the  modifications  in  costs  of  labor,  materials  and  sup- 
plies during  the  War.  Some  had  profited  more  than  others  from 
the  rate  increases  made  as  a  war  measure  in  1918.  This  was  permissi- 
ble for  purposes  of  Federal  Control.  But  a  different  method  was 
called  for  when  the  railroads  were  returned  to  private  control.  In 
view  of  such  differences,  the  Interstate  Commerce  Commission  in 
1920  allowed  a  40  per  cent  increase  of  freight  rates  for  railroads 
in  the  East,  25  per  cent  for  those  west  of  the  Rocky  Mountains,  35 
per  cent  for  those  in  other  parts  of  the  West  and  25  per  cent  for  those 
in  the  Southeast.  But  the  President's  power  to  initiate  rates  was  to 
be  exercised  for  the  purpose  of  meeting  the  expenses  of  unified  opera- 
tion, and  for  that  purpose  there  was  no  occasion  for  varying  the 
rate  of  increase  so  as  to  give  some  railroads  more  benefit  than  others. 
It  would  have  been  difficult  for  the  President  to  convince  the  rate- 
making  bodies  of  the  country  that  the  purposes  of  unified  control 
necessitated  his  imposing  60  per  cent  more  of  an  increase  upon  ship- 
pers in  the  East  than  upon  shippers  in  the  South. 

Throughout  1919  the  President  was  holding  the  railroads  in  gov- 
ernment control  to  give  Congress  time  to  adopt  legislation  to  cover 
the  needs  of  the  railroads  after  their  return  to  private  control.  This 
legislation  was  taking  form  in  the  Congressional  committees  through- 
out the  summer,  fall  and  winter  of  that  year.  It  contemplated  a 
guaranty  to  the  railroad  companies  for  a  limited  period  so  as  to 
enable  the  Interstate  Commerce  Commission,  the  permanent  rate- 
making  tribunal,  to  make  rates  to  sustain  the  railroads  and  their 
credit  under  private  control.  This  conception,  which  was  in  the  minds 
of  the  legislators  throughout  the  latter  part  of  1919,  was  embodied 
in  the  legislation  in  the  form  of  a  six  months'  guaranty  and  this 
legislation,  known  as  the  Transportation  Act,  1920,  was  approved 
by  the  President  on  February  28,  1920.  Within  that  six  months' 
period  the  Interstate  Commerce  Commission  prescribed  the  increased 
rates.  In  this  way  the  Government  looked  after  the  interests  of  the 
railroad  security  owners  by  prescribing  rates  which  it  was  believed 
would  support  the  credit  of  the  railroads  generally,  and  this  was  in 
accordance  with  the  President's  assurance.  He  had  given  no  assur- 
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ance  that  he  would  himself  initiate  a  rate  increase  for  such  a  pur- 
pose. Congress  never  conferred  upon  him  the  power  to  do  so,  and 
instead  adopted  in  the  Transportation  Act  a  different  and  a  much 
better  method  for  handling  the  rate  problem  in  the  interest  of  the 
security  holders  as  well  as  in  the  interest  of  the  general  public. 

In  the  Fall  of  1919  the  Future  Was  too  Obscure  to  Justify  a  Peace- 
time  Rate-Making  Tribunal  in  Making  Rates  Adequate 
for  Private  Operation  in  1920. 

It  is  a  striking  characteristic  of  the  regulation  of  railroad  rates, 
under  statutes  requiring  rates  to  be  reasonable  and  requiring  un- 
reasonable rates  to  be  corrected  by  public  commissions,  that  rate 
regulation  cannot  and  does  not  respond  promptly  to  misgivings  as 
to  the  future  even  though  such  misgivings  may  be  prejudicial  to 
railroad  credit.  The  rate  changes  must  be  based  upon  showings  rea- 
sonably susceptible  of  demonstration.  They  cannot  be  made  with  that 
flexibility  and  freedom  with  which  Congress  can  impose  taxes.  Con- 
gress can  evolve  a  tax  policy  as  it  goes  along  and  can  impose  taxes 
to  meet  even  vaguely  foreseen  increases  in  governmental  cost.  But 
railroad  rates  cannot  be  increased  under  peace-time  methods  except 
when  the  Interstate  Commerce  Commission  or  State  Commission,  as 
the  case  may  be,  regards  the  increases  as  reasonable  on  the  basis  of 
past  performance,  modified  by  reasonably  convincing  forecast  of  the 
future. 

The  performance  for  any  period  of  twelve  months  preceding  any 
date  in  the  summer  or  fall  of  1919  was  in  large  part  due  to  the  ex- 
traordinary slump  of  business  in  the  eight  months  ending  in  June, 
1919, — a  matter  which  could  not  safely  or  properly  be  made  the  basis 
for  future  rate  increases.  The  future  situation  was  uncertain  in  the 
extreme.  If  business  continued  heavy,  there  was  reason  to  believe 
that  the  existing  rates  would  fall  but  little,  if  any,  short  of  meeting 
the  current  and  anticipated  monthly  expenses  and  rentals.  For  the 
period  from  July  to  October,  as  a  whole,  operating  revenues  were 
more  than  covering  expenses  and  the  amount  necessary  to  pay  the 
full  proportion  of  compensation  due  the  railroad  companies.  Ex- 
penses were  increasing  slowly  in  response  (a)  to  the  equalizing  re- 
adjustments recently  made  or  still  in  prospect  by  reason  of  commit- 
ments the  Railroad  Administration  had  made  in  order  to  avert 
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general  and  extensive  advances  in  wages  and  (b)  to  the  increasing 
prices  of  materials,  which  were  still  mounting,  although  it  was  ex- 
pected that  at  any  moment  the  peak  in  that  respect  would  be  reached. 
As  above  shown,  there  were  only  four  months  of  1919,  July,  August, 
September  and  October,  which  were  free  of  abnormal  business 
depression.  In  the  first  three  of  these  four  months  the  Railroad  Ad- 
ministration was  earning  enough  to  pay  operating  expenses  and 
rentals.  In  the  last  of  the  four  an  increase  of  only  2  per  cent  on  all 
rates,  freight  and  passenger,  would  have  been  sufficient  to  meet  all 
operating  expenses  and  rentals.  In  order  to  justify  substantially 
greater  rate  increases  it  would  have  been  necessary  to  base  them 
largely  upon  the  results  in  the  preceding  months  of  abnormal  busi- 
ness depression,  and  even  this  would  have  resulted  in  only  a  small 
increase.  The  only  other  way  to  justify  a  substantial  increase  would 
have  been  to  anticipate  what  would  be  the  future  effects  of  condi- 
tions which  could  not  even  be  clearly  foreseen.  Any  such  method  of 
fixing  rates  would  have  disregarded  the  cautious  rate-making  policies 
which  the  Interstate  Commerce  Commission  had  always  observed  in 
time  of  peace. 

There  was  no  sufficient  basis  in  the  fall  of  1919  for  convincing  the 
Interstate  Commerce  Commission  (and  the  State  commissions  as  to 
intrastate  rates),  that  heavy  increases  in  rates  were  necessary  to 
meet  future  current  expenses.  The  whole  world  was  in  a  state  of  un- 
precedented uncertainty  after  the  greatest  war  the  world  had  ever 
experienced.  There  are  times  when  an  intelligent  and  reliable  esti- 
mate of  business  conditions  has  to  be  postponed,  and  the  summer  and 
fall  of  1919  constituted  such  a  time.  It  was  essential  to  wait  until 
the  interaction  of  the  new  forces  growing  out  of  the  War  and  its 
aftermath  should  come  somewhat  nearer  to  a  state  of  equilibrium 
before  anything  approaching  an  intelligent  forecast  could  be  made 
as  to  the  future  requirements  of  the  railroads  under  private  opera- 
tion. 

It  will  be  recalled  that  early  in  1919  Congress  was  asked  to  make 
a  choice  between  the  very  prompt  return  of  railroads  to  private  con- 
trol and  an  extension  of  Federal  Control  of  sufficient  length  and 
certainty  to  enable  it  to  aid  in  stabilizing  the  post-war  conditions. 
Congress  was  unwilling  to  sanction  either  course  but  insisted  that 
the  President  retain  control  until  Congress  could  adopt  legislation 
covering  the  railroad  situation  after  the  return  to  private  control. 
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The  demand  which,  nevertheless,  was  strongly  pressed  that  the  Rail- 
road Administration  stabilize  the  situation  as  to  rates  for  private 
control  was  in  conflict  with  prevailing  conditions  because  (1)  the 
rapidly  ending  tenure  of  Federal  Control  was  most  unfavorable  to 
dealing  with  such  an  effort  at  stabilization  and  the  time  was  far 
from  ripe  for  attempting  it,  (2)  the  Railroad  Administration's  mak- 
ing of  rates  for  private  control  of  the  railroads  was  not  within  the 
contemplation  of  the  Federal  Control  Act  and  (3)  this  phase  of  the 
subject  was  fairly  within  the  scope  of  the  legislation  upon  which  the 
Congress  was  engaged. 

The  increases  in  rates  which  the  Interstate  Commerce  Commission 
made  July  29,  1920,  effective  September  1,  upon  the  expiration  of 
the  government  guaranty,  were  far  higher  than  any  that  could  have 
been  seriously  contemplated  by  responsible  government  authorities 
in  the  fall  of  1919,  and  yet  were  no  higher  than  the  situation  de- 
manded in  view  of  the  unfolding  of  the  after-effects  of  the  War. 
These  increases  were,  on  freight  traffic  4>0  per  cent  in  the  East  (cover- 
ing 45  per  cent  of  the  freight  traffic  of  the  country),  35  per  cent  and 
25  per  cent  in  the  West  and  25  per  cent  in  the  Southeast;  and  on 
passenger  traffic  were  uniformly  20  per  cent  throughout  the  country. 
In  addition,  a  surcharge  was  imposed  on  passengers  traveling  in 
sleeping  and  parlor  cars,  amounting  to  approximately  10  per  cent 
further  increase  in  the  passenger  rates  charged  them. 

A  useful  exposition  of  the  rapidly  changing  picture  as  the  months 
passed  after  the  fall  of  1919  can  be  had  by  an  analysis  of  the  ele- 
ments which  finally  built  up  the  showing  which  led  to  the  rate  in- 
creases actually  granted. 

The  rate  increases  on  passenger  and  freight  traffic  actually 
granted  by  the  Interstate  Commerce  Commission  may  be  said  to 
correspond  roughly  to  a  general  average  increase  of  32  per  cent  on 
all  traffic,  freight  and  passenger. 

In  the  applications  the  carriers  made  in  the  latter  part  of  April 
and  the  early  part  of  May,  1920,  to  the  Interstate  Commerce  Com- 
mission they  based  their  computations  upon  a  constructive  year  end- 
ing October  31,  1919. 

The  actual  results  for  the  twelve  months  in  question  (and  even 
these  results  were  not  available  to  the  Railroad  Administration  until 
the  latter  part  of  November)  indicated  that  in  order  to  pay  the 
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rental  of  $940,000,000  due  the  railroads,  the  situation  might  be  met 
by  an  increase  in  all  rates  of  8  per  cent. 

Revision  and  readjustment  made  by  the  railroad  companies  as  of 
January  and  February,  1920,  so  as  to  state  the  constructive  year  on 
the  then  available  estimates  of  wages,  prices  and  other  costs  indi- 
cated a  further  shortage  which  would  have  required  a  further  in- 
crease of  4  per  cent. 

But  by  the  time  these  computations  had  been  made  there  had  been 
further  developments  which  indicated  a  necessity  for  a  further  in- 
crease of  3  per  cent. 

But  the  policy  of  the  Transportation  Act  in  providing  that  rates 
should  be  on  a  basis  sufficient  to  yield  for  the  railroads  a  return  of 
o"1/^  per  cent  or  6  per  cent  per  annum  on  the  value  as  fixed  by  the 
Commission  indicated  an  annual  return  on  this  account  of  $1,134,- 
000,000,  which  was  $194,000,000  more  than  the  rental  which  had 
been  fixed  under  the  Federal  Control  Act.  In  order  to  meet  this 
additional  feature,  a  further  increase  in  all  rates  would  have  been 
required  of  4  per  cent. 

But  while  these  matters  were  under  consideration  the  Labor  Board 
approved  an  increase  of  $618,000,000  in  wages,  and  in  order  to  meet 
this,  a  further  increase  was  called  for  of  13  per  cent. 

This  made  a  total  indicated  increase  of  32  per  cent  on  all  freight 
and  passenger  rates  in  order  to  meet  the  situation  in  the  spring  of 
1920  as  it  could  then  be  estimated  on  the  basis  of  adjustments  which 
could  not  have  been  accurately  made  in  the  fall  of  1919  and  on  the 
basis  of  developments  which  could  not  then  be  foreseen.  What  the 
Commission  did  in  allowing  increases  in  freight  rates  in  the  different 
districts  varying  from  25  per  cent  to  40  per  cent,  and  in  allowing  a 
20  per  cent  increase  in  passenger  rates  throughout  the  country,  was 
roughly  the  equivalent  of  a  uniform  increase  in  all  freight  and  pas- 
senger rates  for  the  whole  country  of  32  per  cent. 

This  analysis  shows  how  little  of  this  result  could  have  been  accom- 
plished by  anything  which  could  have  been  done  in  the  fall  of  1919, 
even  if  conditions  had  been  favorable  for  prompt  and  sympathetic 
action  at  that  time  by  the  rate-making  bodies. 

In  some  quarters  the  view  was  also  suggested  at  the  end  of  Federal 
Control  that  the  President  had  the  power  and  could  have  success- 
fully exercised  it  in  1919,  to  initiate  rate  increases  which  would  have 
relieved  the  public  treasury  of  the  necessity  of  making  up  losses  in- 
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curred  during  Federal  Control  and  in  addition  would  have  given  the 
railroad  companies  such  an  established  credit  that  they  would  have 
been  able  to  repay  the  approximate  amount  which  the  Government 
had  advanced  them,  and  further  would  have  made  the  situation  of  the 
railroads  so  reassuring  as  to  obviate  the  necessity  for  any  govern- 
ment guaranty  and  would  have  saved  the  public  treasury  the  addi- 
tional heavy  costs  incident  to  that  guaranty.  Such  a  view  does  not 
take  into  account  the  realities  which  confronted  the  Railroad  Ad- 
ministration. After  the  Armistice  it  could  not  increase  rates  to  avert 
losses  due  to  an  unprecedented  business  depression,  nor  could  it  when 
subject  to  peace-time  regulation  make  rates  except  on  a  reasonably 
tangible  basis  of  past  performance  which  would  be  convincing  to  the 
regulating  tribunals.  It  could  neither  foresee,  nor  make  rates  by  an- 
ticipation to  cover,  further  increases  in  costs  not  clearly  apparent  in 
their  full  effect  during  Federal  Control  but  coming  into  view  there- 
after. The  Railroad  Administration  could  not  possibly  have  fore- 
seen or  allowed  for  the  various  elements  above  outlined  as  contribut- 
ing to  the  final  showing  which  justified  the  heavy  rate  increases  made 
by  the  Interstate  Commerce  Commission  in  the  summer  of  1920. 
Even  with  those  heavy  increases  it  required  several  years  for  the 
railroads  to  work  through  the  economic  disruptions  caused  bv  the 
War  before  they  could  feel  their  credit  was  reasonably  established. 
They  had  to  go  through  a  severe  slump  in  business  in  the  first  half 
of  1921,  even  more  pronounced  than  that  in  the  first  half  of  1919; 
having  made  extremely  heavy  wage  increases  after  the  return  to  pri- 
vate control  in  1920,  they  had  to  secure  a  substantial  wage  reduction 
in  the  fall  of  1921,  and  they  had  to  go  through  a  costly  shop  strike 
in  1922.  With  all  these  things  behind  them,  they  were  able  by  1923 
or  1924  to  begin  to  show,  as  a  whole  (but  even  then  with  unfavorable 
local  situations),  a  reasonable  state  of  prosperity  and  credit.  When 
we  consider  that  even  after  the  comprehensive  treatment  which  the 
Interstate  Commerce  Commission  was  able  to  give  to  the  rate  prob- 
lem in  the  summer  of  1920  it  took  several  years  for  the  railroad  com- 
panies to  be  in  a  position  of  reasonably  comfortable  credit,  it  is  easy 
to  see  that  in  the  summer  or  fall  of  1919  it  would  have  been  utterly 
impossible  to  give  any  treatment  to  the  railroad  situation  which  would 
have  put  railroad  credit  on  a  satisfactory  basis  or  would  have  given 
any  appreciable  relief  to  the  public  treasury. 
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The  Attempt  to  Increase  Rates  in  the  Fall  of  1919  Would  Have  Been 
Made  under  the  Most  Inauspicious  Conditions  and  Would  Have 
Been  Prejudicial  to  the  Large  Increase  Needed  in  1920. 

Any  rate  increase  which  might  have  been  initiated  by  the  Railroad 
Administration  in  the  fall  of  1919  would  have  been  regarded  as  for 
the  benefit  of  the  railroad  companies,  because  it  could  not  have  be- 
come effective  prior  to  the  anticipated  termination  of  Federal  Con- 
trol on  December  31.  There  was  a  very  large  element  in  the  country 
which  was  disposed  to  distrust  any  action  taken  by  the  Railroad 
Administration  in  favor  of  the  railroad  companies  because  the  Rail- 
road Administration  was  organized  so  largely  with  railroad  officers 
who  had  been  in  the  employ  of  the  railroad  companies  prior  to  Fed- 
eral Control  and  who  it  was  generally  believed  would  resume  their 
connection  with  the  railroad  companies  immediately  at  the  close  of 
Federal  Control.  Hence  a  rate  increase  initiated  upon  the  advice  of 
the  Railroad  Administration  for  the  obvious  benefit  of  the  railroad 
companies  upon  the  resumption  of  private  control  would  have  been 
regarded  throughout  the  country  with  suspicion  in  many  quarters 
capable  of  organized  and  emphatic  expression.  This  suspicion  would 
have  led  to  strong  opposition.  This  would  have  made  for  delay  and 
exceptional  scrutiny  on  the  part  of  the  rate-making  commissions.  A 
rate  increase  initiated  by  the  Railroad  Administration  for  the  benefit 
of  the  railroad  companies  would  have  been  under  the  least  favorable 
auspices  possible. 

The  case  would  have  been  far  from  clear  for  any  substantial  in- 
crease  at  all  in  the  fall  of  1919.  The  important  losses  had  been  due 
to  an  abnormal  slump  in  business  for  eight  months  after  the  Armi- 
stice, ending  with  June.  Rates  had  appeared  sufficient  in  July,  Au- 
gust and  September  and  had  just  failed  of  being  sufficient  in  Octo- 
ber. The  coal  strike  appeared  largely  responsible  for  the  losses  in 
November  and  December.  The  opponents  of  rate  increases  would  have 
had  strong  arguments  which  could  not  be  convincingly  answered 
then.  The  Director  General  believed  there  would  develop  organized 
resistance  which,  when  once  started,  would  keep  on  and  be  extremely 
active  in  opposition  to  further  increases  if  they  should  be  necessary 
in  1920. 

The  Director  General  felt  also  that  any  increase  made  in  the 
summer  or  fall  of  1919  would  not  only  be  futile  but  by  reason  of 
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its  necessary  fractional  and  inadequate  character  would  constitute 
a  serious  disturbance  to  business. 

The  railroad  freight  rate  structure  cannot  be  revised  at  the  stroke 
of  a  pen,  as  has  been  frequently  assumed.  That  structure  is  a  matter 
of  growth.  It  is  a  resultant  of  the  history  of  business  ever  since  rail- 
roads began  to  operate  in  this  country.  It  is  bewildering  in  its  com- 
plexity, and  it  has  to  be  handled  with  the  greatest  caution  in  order 
to  avoid  far-reaching  disruptions  of  business.  This  is  evidenced  by 
the  extensive  readjustments  and  the  dissatisfaction  growing  out  of 
the  increase  made  in  1918  as  a  war  measure. 

After  the  experience  with  the  increase  in  1918,  it  was  clear  to  the 
Director  General  that  any  substantial  increase  made  in  1919  upon 
grounds  that  were  highly  speculative  and  rapidly  changing  would 
have  been  without  any  finality  and  a  great  and  unnecessary  incon- 
venience to  the  business  public. 

If  an  increase  had  been  made  in  the  fall  of  1919  it  would  have 
been  altogether  insufficient  to  meet  the  situation ;  it  would  have  de- 
veloped highly  organized  opposition  which  would  have  thrived  on 
the  resulting  rate  disturbances  and  complaints  and  which  would 
have  been  ready  and  anxious  to  fight  any  further  increase  sought. 
The  inconvenience  to  which  the  shipping  public  would  have  been 
subjected  by  the  uncertainties  arising  out  of  a  rate  increase  in  the 
fall  of  1919  would  have  served  to  stimulate  opposition  later  when  a 
more  comprehensive  rate  increase  was  sought. 

The  psychology  of  the  time  was  such  that  the  public  was  resentful 
toward  the  Government  for  its  interference  in  business  during  the 
War,  but  was  sympathetic  toward  the  railroad  companies  which  occu- 
pied the  favorable  position  of  not  being  responsible  for  the  incon- 
venience which  had  arisen  out  of  railroad  operation  during  the  War. 
The  necessities  of  the  situation  were  far  from  clear  in  the  fall  of 
1919,  but  were  very  clear  in  the  spring  and  summer  of  1920.  The 
power  of  the  President  in  the  fall  of  1919  to  use  his  war  powers 
under  the  Federal  Control  Act  to  make  a  rate  increase  for  the  peace- 
time benefit  of  the  railroads  was  open  to  successful  attack.  But  when 
the  Interstate  Commerce  Commission  in  1920  was  called  upon  to 
make  the  extensive  rate  increase  then  made  it  was  acting  under  a  new 
charter  of  power  from  Congress,  intended  to  cover  the  precise  situa- 
tion then  existing.  A  contrast  of  the  disadvantageous  factors  in  the 
fall  of  1919  and  of  the  advantageous  factors  in  the  spring  of  1920 
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can  only  show  that  efforts  to  increase  rates  in  the  fall  of  1919  would 
have  been  disappointing  to  the  railroads  and  would  have  hampered 
them  in  the  further  demands  which  they  would  have  had  to  make  in 
1920;  whereas  the  refusal  of  the  Railroad  Administration  to  make 
increases  in  the  fall  of  1919  left  the  situation  in  the  best  possible 
shape  to  admit  of  prompt  and  favorable  action  from  the  Interstate 
Commerce  Commission  with  practically  no  opposition  in  the  summer 
of  1920. 

It  has  seemed  worth  while  to  make  these  detailed  comments  upon 
this  important  situation  in  order  to  bring  out  in  this  connection,  as 
has  been  done  in  other  connections,  the  fundamental  proposition 
that  the  difficulties  confronting  railroad  transportation  went  far 
deeper  than  the  mere  form  of  operation  during  the  War  or  than 
particular  decisions  reached  by  the  Railroad  Administration.  The 
criticisms  as  to  the  Railroad  Administration  rate  policy  have  tended 
to  create  the  impression  that  if  a  different  decision  had  been  made 
the  troubles  of  the  railroad  companies  in  the  matter  of  revenues 
would  have  been  averted.  The  fact  was  that  the  economic  disloca- 
tions caused  by  the  War  were  so  profound  that  it  was  impossible  to 
foresee  their  extent  and  impossible  to  get  an  immediate  and  adequate 
cure  even  when  they  could  be  seen  and  appraised.  One  difficulty  un- 
folded after  another  and  it  required  a  lapse  of  years  of  readjustment 
and  of  hardship  before  an  even  reasonably  satisfactory  and  reassur- 
ing basis  of  railroad  revenues  could  be  secured. 


CHAPTER  XVI 


COST  OF  FEDERAL  CONTROL 

This  has  been  a  much-discussed  topic.  It  has  two  distinct  aspects 
which  have  frequently  been  confused.  One  aspect  is  presented  in  the 
efforts  often  made  to  compare  or  contrast  the  cost  of  private  opera- 
tion of  the  railroads  with  the  cost  of  public  operation  of  the  same 
railroads.  The  other  aspect  is  presented  by  the  inquiry  as  to  what 
was  the  total  amount  of  money  which  had  to  be  furnished  by  the 
public  treasury  in  order  to  conduct  and  liquidate  the  task  of  as- 
suming, carrying  on  and  winding  up  Federal  Control  with  its  un- 
precedented transfer  and  retransfer  of  property;  and  this  cost 
involves  railroads  and  numerous  other  properties,  and  many  non- 
operating  elements  as  well  as  those  of  an  operating  character. 

Comparison  of  Public  and  Private  Operating  Cost  of  the  Railroads. 

If  comparison  be  made  on  the  basis  of  the  current  operating  re- 
sults of  Class  I  railroads  under  private  management  during  the  test 
period  of  three  years  ending  June  30,  1917,  and  of  the  Class  I  rail- 
roads under  Federal  Control  during  the  twenty-six  months  ending 
February  29,  1920,  the  figures  will  show  that  the  net  railway  operat- 
ing income  during  Federal  Control  averaged  $296,000,000  per  year 
less  than  during  the  test  period,  or  $642,000,000  less  for  the  entire 
twenty-six  months  of  Federal  Control  than  for  a  corresponding  pro- 
portion of  the  test  period.  The  appendix  to  this  chapter  shows  how 
these  figures  and  the  other  figures  discussed  below  are  derived. 

The  net  railway  operating  income  is  the  difference  between  the 
operating  revenues  and  the  operating  and  certain  related  expenses. 
Therefore  the  net  figure  depends  as  much  on  the  revenues  as  upon 
the  expenses.  Either  a  reduction  in  the  revenues  or  an  increase  in 
the  expenses  diminishes  the  net.  Hence  the  net  railway  operating 
income  is  an  untrustworthy  basis  of  arriving  at  a  relation  between 
the  expenses  of  the  two  periods,  since  the  net  in  one  of  the  periods 
may  have  been  reduced  by  relatively  low  revenues.  The  revenues  may 
have  been  reduced  either  by  the  rates  being  relatively  low  or  by  the 
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volume  of  business  being  relatively  small.  Both  of  these  factors  af- 
fecting revenues  had  an  important  bearing  during  Federal  Control. 

Rates  were  admittedly  much  too  low  at  the  beginning  of  Federal 
Control.  They  needed  to  be  increased  at  the  earliest  possible  mo- 
ment. But  with  all  the  expedition  which  the  war  emergency  made 
practicable,  nearly  six  months  elapsed  before  the  increased  rates 
could  be  made  effective,  this  delay  being  due  to  the  unavoidable 
complications  surrounding  nation-wide  increases  in  transportation 
rates.  As  a  result  of  this  unavoidable  delay  the  operating  revenues 
for  the  first  six  months  of  1918  fell  short  by  $382,000,000  of  the  net 
railway  operating  income  earned  during  the  average  six  months 
J anuary  to  June  of  the  test  period. 

Abnormal  losses  in  business  in  the  portion  of  Federal  Control 
following  the  Armistice  also  seriously  reduced  the  operating  revenues 
and  thus  constituted  a  very  substantial  factor  in  diminishing  the 
net  railway  operating  income.  In  the  eight  months  beginning  with 
the  month  of  the  Armistice,  that  is,  from  November,  1918,  to  June, 
1919,  there  was  a  very  severe  slump  in  business  due  to  post-armistice 
uncertainty  and  readjustment.  In  those  eight  months  the  net  rail- 
way operating  income  in  respect  of  the  railroads  under  Federal  Con- 
trol was  about  $255,000,000  less  than  it  was  on  the  average  for  the 
corresponding  eight  months  in  the  test  period ;  whereas  in  the  four 
months  of  July  to  October,  1919,  when  there  Avas  a  large  business, 
the  net  railway  operating  income  was  more  than  $9,000,000  greater 
than  it  was  for  the  corresponding  months  of  the  test  period,  and  this 
notwithstanding  the  fact  that  expenses  were  on  a  higher  level,  due  to 
further  wage  increases  and  much  greater  activity  in  maintenance 
than  was  true  for  the  preceding  eight  months. 

Another  factor  unfavorably  affecting  the  operating  revenues  of 
Federal  Control  and  therefore  diminishing  net  railway  operating  in- 
come was  the  virtually  nation-wide  bituminous  coal  strike  beginning 
November  1,  1919,  and  lasting  into  December.  The  loss  of  net  rail- 
way operating  income  for  those  two  months,  as  compared  with  test 
period  results,  was  over  $121,000,000. 

But  for  (1)  the  impracticability  of  making  any  rate  increase 
effective  January  1,  1918,  (2)  the  heavy  slump  in  business  in  the 
eight  months  from  November,  1918,  to  June,  1919,  and  (3)  the 
coal  strike  in  the  last  two  months  of  1919,  the  revenues  would  have 
been  sufficient  to  wipe  out  much,  if  not  all,  of  the  shortage  of  $64<2,- 
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000,000  above  referred  to,  and  this  would  have  been  true  regardless 
of  the  much  higher  cost  levels  on  which  the  Railroad  Administration 
was  operating.  This  makes  clear  the  fallacy,  and  indeed  the  futility, 
of  trying  to  arrive  at  a  comparative  estimate  of  the  cost  of  Class  I 
railway  operations  during  Federal  Control  by  means  of  a  comparison 
of  the  net  railway  operating  income  of  that  period  with  the  net  rail- 
way operating  income  of  the  test  period  under  private  operation, 
since  the  net  railway  operating  income  depends  as  much  on  revenues 
as  on  cost. 

The  only  reasonablv  practicable  way  to  make  a  comparison  be- 
tween the  cost  of  operation  during  Federal  Control  and  private 
control,  respectively,  is  to  consider  the  operating  costs  of  the  two 
forms  of  operation.  As  is  shown  more  fully  in  the  appendix  to  this 
chapter,  the  average  annual  operating  cost  of  the  Class  I  railroads 
during  the  test  period  and  Federal  Control,  respectively,  was  as 
follows : 


Average  annual  operating  cost  during  Federal  Control  $4,440,672,000 

Average  annual  operating  cost  during  the  test  period  2,425, 000,000l 
Average  annual  excess  of  operating  cost  during  Federal 

Control  over  test  period  2,015,672,000 
Percentage  of  increase  of  Federal  Control  over  test 

period  83  per  cent 


The  foregoing  increase  of  83  per  cent  is  computed  on  the  aggre- 
gate cost  in  the  average  year  of  Federal  Control  as  compared  with 
the  average  year  of  the  test  period,  and  hence  makes  no  allowance 
for  the  fact  that  a  greater  volume  of  business  was  handled  during 
Federal  Control.  For  an  average  year  based  on  1918  and  1919,  as 
compared  with  the  average  year  of  the  test  period,  there  was  an  in- 
crease of  30  per  cent  in  passenger  miles  and  an  increase  of  16  per 
cent  in  revenue  freight  ton  miles.  Consequently  the  percentage  in- 
crease during  Federal  Control  in  the  unit  cost  would  be  much  less 
than  the  83  per  cent  increase  in  the  aggregate  cost. 

The  Interstate  Commerce  Commission  has  made  a  comparison  of 
unit  costs  of  railroad  service,  1915  to  1925,  taking  as  a  basis  cer- 

1  Estimated  average  annual  operating  cost  during  test  period  of  those 
Class  I  railroads  which  were  under  Federal  Control  (99  per  cent  of  expenses 
of  all  Class  I  railroads  as  shown  in  appendix). 
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tain  average  unit  costs  during  the  test  period.  The  percentages  of 
increase  in  these  unit  costs  for  1918  and  1919  as  compared  with  the 
average  test  period  year  were  as  follows : 

Per  Cent  Increase  over  Test  Period. 

1918  1919 
Per  cent 

Cost  per  freight  revenue  ton  mile                        49  81 

Cost  per  passenger  train  car  mile                       53  73 

The  comparison  of  passenger  unit  costs  on  the  passenger  train 
car  mile  basis  is  less  favorable  to  Federal  Control  than  on  the  pas- 
senger mile  basis,  as  the  car  miles  for  the  average  years  1918  and 
1919  increased  only  1  per  cent  over  the  average  test  period  year  while 
there  was  the  increase  of  30  per  cent  for  the  passenger  miles  indi- 
cated above.  More  detailed  reference  is  made  to  this  showing  in  the 
appendix  to  this  chapter. 

The  percentages  mentioned  in  the  last  three  paragraphs  convey  a 
reasonably  good  idea  of  the  increased  operating  cost  during  Federal 
Control  as  compared  with  the  test  period.  Such  rates  of  increase  in 
cost  are  believed  to  be  not  out  of  line  with  the  increases  in  cost  in 
private  industry  during  the  war  period  when  compared  with  the  pre- 
war years.  Certainly  the  increases  in  prices  charged  for  the  products 
of  private  industry  during  the  War  tend  to  indicate  greater  increases 
in  cost  than  are  above  indicated  for  the  Railroad  Administration. 

As  a  suggestive  illustration  that  the  increased  costs  which  affected 
the  railroads  also  affected  industries  in  private  control,  it  is  interest- 
ing to  compare  the  increase  during  the  war  period  in  the  unit  manu- 
facturing costs  of  one  of  the  greatest  private  enterprises  in  the 
country,  the  United  States  Steel  Corporation,  with  the  increased  unit 
operating  costs  of  the  railroads.  This  comparison,  which  is  set  forth 
in  more  detail  in  the  appendix  to  this  chapter,  shows  that  the  Steel 
Corporation's  unit  cost  was  approximately  62  per  cent  higher  in 
1918  and  83  per  cent  higher  in  1919  than  in  1914,  while  the  unit 
cost  of  Class  I  railroads  showed  substantially  smaller  increases  in 
1918  and  1919,  respectively,  over  the  fiscal  year  1914-1915.  In 
fact  the  railroad  cost  per  freight  ton  mile  increased  only  41  per 
cent  in  1918  and  only  70  per  cent  in  1919  as  compared  with  the 
year  1914-1915. 
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The  objection  might  be  suggested  that  the  operating  expenses  of 
the  railroads  during  Federal  Control  were  not  as  large  as  they  would 
have  been  if  complete  maintenance  had  been  put  upon  the  properties, 
and,  further,  that  there  were  many  other  expenditures  incident  to 
Federal  Control  which  should  be  taken  into  account  in  making  a 
comparison  between  the  operating  costs  of  railroads  under  private 
control  and  under  Federal  Control.  This  point  would  not  be  well 
taken  as  to  most  of  the  additional  expenditures,  because  they  re- 
lated to  non-railroad  items,  or,  if  relating  to  railroad  matters,  were 
entirely  apart  from  operating  costs.  To  the  extent,  however,  of 
$204,000,000  of  these  other  expenditures,  the  claim  might  be  made, 
with  more  or  less  plausibility  (although  it  is  believed  without  suffi- 
cient foundation),  that  to  a  large  extent  they  ought  to  be  treated 
as  an  addition  to  the  operating  cost  of  Class  I  railroads  under  Fed- 
eral Control.  These  distinctions  will  appear  in  the  succeeding  part 
of  this  chapter  and  in  the  appendix  to  it.  But  even  the  addition  of 
the  entire  $204,000,000  to  the  operating  costs  of  Class  I  railroads 
would  increase  the  expenses  for  the  period  of  Federal  Control  by 
only  about  2  per  cent  which  would  have  a  negligible  effect  on  the 
increases  in  unit  operating  costs  given  above. 


Cost  of  Federal  Control  to  the  Treasury  in  All  Aspects  and  as 

to  All  Properties. 

The  foregoing  comparison  of  railroad  operating  cost  during  Fed- 
eral Control  and  during  a  corresponding  proportion  of  the  test 
period  shows  that  the  increase  in  such  operating  cost  during  Federal 
Control  was  83  per  cent.  In  large  part  this  increase  in  operating 
cost  was  borne  by  the  public  through  payment  of  increased  freight 
and  passenger  rates,  but  to  the  extent  this  increase  in  operating  cost 
was  not  covered  by  the  increase  in  revenues,  or  in  other  words,  to  the 
extent  the  net  railway  operating  income  during  Federal  Control  was 
less  than  the  net  railway  operating  income  for  a  corresponding  pro- 
portion of  the  test  period,  the  shortage  was  borne  by  the  public 
treasury,  that  is,  it  was  borne  by  the  public  through  the  payment  of 
taxes.  This  shortage  was  $642,000,000  for  Class  I  railroads  and 
$26,000,000  for  other  railroads.  In  addition,  the  public  treasury  had 
to  bear  certain  other  costs  connected  with  Federal  Control  of  rail- 
roads and  other  transportation  systems. 
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The  ultimate  net  cost  to  the  public  treasury,  as  it  stood  December 
31, 1924,  may  be  summarized  as  follows : 

1.  Shortage  in  net  railway  operating  income  Class  I 

railroads  $  642,000,000 

2.  Corresponding  shortage  for  other  railroads  26,000,000 

3.  Numerous  adjustments,  including  settlement  of  claims 

for  undermaintenance  204,000,000 

4.  Compensation  to  carriers  in  excess  of  standard  return 

basis  105,000,000 

5.  Accounting  to  the  carriers  for  the  heavy  increase  in 
prices  of  materials  and  supplies  between  the  begin- 
ning and  end  of  Federal  Control  101,000,000 

6.  Cost  to  the  treasury  of  non-railroad  activities  such  as 
express  business,  coastwise  steamships,  inland  water- 
ways 88,500,000 

7.  Capital  expenditures  for  war  purposes  not  chargeable 

to  the  carriers  11,000,000 

8.  Expenses  of  the  Railroad  Administration  for  the  liq- 
uidation period  from  March  1,  1920,  to  December 

31,  1924  19,000,000 


9.  Total  $1,196,500,000 
10.  Less  credits  for  net  interest  collections  73,000,000 


11.  Net  cost  of  Federal  Control  $1,123,500,0002 

This  analysis  makes  it  clear  that  while  the  treasury  had  to  bear 
the  net  burden  thus  indicated,  the  expenditures  had  an  important 
practical  significance.  For  example,  the  $105,000,000  additional 
compensation  to  the  railroad  companies  and  the  $101,000,000  in- 
demnification to  them  against  the  increasing  prices  of  materials  and 
supplies  were  items  which  inured  very  properly  to  the  benefit  of  the 
security  holders  of  the  railroad  companies.  As  has  already  been 
pointed  out,  the  operating  losses  which  were  sustained  by  the  public 
treasury  were  due  to  the  payment  through  taxation  of  part  of  the 
cost  of  transportation  services  of  which  the  public  had  the  benefit 
and  were  for  the  purpose  of  assuring  to  the  railroad  companies  a 

2  About  the  time  of  the  termination  of  Federal  Control,  some  estimates 
were  made  and  quite  widely  accepted  which  suggested  that  the  total  pay- 
ments made  and  to  be  made  by  the  Treasury  on  account  of  the  twenty-six 
months  of  Federal  Control  would  amount  to  $1,800,000,000.  This  figure 
turned  out  later  to  be  nearly  $700,000,000  too  high. 
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definite  return  upon  their  properties  during  a  period  of  great  finan- 
cial uncertainty  for  all  public  service  corporations. 

The  figure  of  $1,123,500,000  measures  the  ultimate  burden  rest- 
ing upon  the  public  treasury.  It  is  probably  true  that  for  a  sub- 
stantial period  after  Congress  made,  on  May  8,  1920,  additional 
appropriations  for  the  liquidation  of  Federal  Control,  this  burden 
was  considerably  larger.  For  example,  the  Railroad  Administration 
was  not  able  to  sell  any  of  the  equipment  trust  notes  which  it  was 
carrying  for  the  railroads  and  which  aggregated  over  $346,000,000 
until  the  fall  of  1921  and  meanwhile  the  Government  had  to  carry 
that  burden.  All  but  $6,000,000  of  these  equipment  trust  notes,  how- 
ever, had  been  sold  by  December  31,  1924. 

There  is  no  basis  for  the  assumption  that  through  continuance  of 
private  operation  of  the  railroads  there  would  have  been  any  escape 
from  the  so-called  "cost"  of  government  operation.  The  same  or  a 
substantially  equivalent  cost  would  still  have  been  borne  in  one  form 
or  another.  If  the  railroad  companies  had  operated  their  properties 
throughout  the  twenty-six  months  from  January,  1918,  to  February, 
1920,  they  would  have  had  to  solve  the  following  questions:  Would 
they  have  been  able  to  get  rid  of  conflicting  priority  demands  for 
transportation?  Would  the}'  have  cleared  up  the  congestion  that  was 
rapidly  getting  worse  in  the  latter  part  of  1917?  Would  they  have 
been  able  to  avoid  great  increases  in  wages?  (Within  five  months 
after  the  end  of  Federal  Control  the  railroads  found  it  necessary 
to  make  still  further  increases  in  wages  aggregating  $618,000,000 
per  year.)  Would  they  have  been  able  to  avoid  the  labor  unrest 
which  characterized  all  forms  of  industry,  and  would  they  thereby 
have  developed  an  efficiency  which  was  not  characteristic  of  other 
industry  and  had  not  been  characteristic  of  private  control  of  rail- 
roads in  1917?  Would  they  have  been  able  to  buy  materials  and  sup- 
plies at  cheaper  prices  than  those  prevailing?  Would  they  have  been 
able  to  get  along  without  extensive  improvements,  especially  in  the 
absence  of  unification?  Would  they  have  been  able  to  get  the  neces- 
sary capital  for  improvements,  or  obtain  it  at  lower  interest  rates 
than  the  Government  was  prepared  to  and  did  offer  while  the  rail- 
roads were  under  Federal  Control?  In  short,  would  they  have  been 
able  to  go  through  the  War  free  of  the  economic  disturbances  and 
burdens  which  the  War  brought  to  every  form  of  business  enter- 
prise ? 
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If  the  railroad  companies  had  operated  their  properties  through- 
out the  War  and,  like  all  other  industrial  enterprises,  had  been 
unable  to  escape  the  burdens  incident  to  war,  they  might  or  might 
not  have  succeeded  in  getting  as  great  increases  in  rates  as  were 
made  by  the  Railroad  Administration.  It  is  highly  improbable  that 
they  would  have  succeeded  in  getting  greater  increases  in  the  kalei- 
doscopic conditions  which  developed  in  1918  and  1919,  but,  if  they 
had,  this  would  not  have  eliminated  the  cost  of  these  burdens  of  the 
War.  If  transportation  rates  had  been  high  enough  to  pay  all  of 
the  increased  cost,  the  public  would  have  had  to  pay  that  cost.  If 
transportation  rates  had  not  been  high  enough  to  pay  all  the  in- 
creased cost,  the  security  holders  would  have  suffered  the  loss  unless 
the  Government,  to  avert  that  condition,  had  afforded  relief  by  some 
form  of  guaranty  or  subsidy  from  the  public  treasury.  The  situation 
would  still  have  been  too  confused  and  uncertain  to  give  the  railroad 
companies  satisfactory  credit  for  the  time  being. 

Considering  the  menace  to  the  railroad  situation  in  the  latter  part 
of  1917,  due  to  rapidly  increasing  expenses  which  were  more  and 
more  beyond  any  control  by  the  railroad  companies,  and  due  to  the 
extreme  difficult}'  of  obtaining  increases  in  rates  promptly  enough  or 
large  enough  to  meet  necessities,  it  is  pertinent  to  inquire  what  would 
have  happened  to  railroad  credit  but  for  the  sustaining  power  of  the 
Government  through  the  payment  of  rentals  for  the  period  of  Fed- 
eral Control  and  the  guaranteeing  of  corresponding  compensation 
through  the  six  months'  guaranty  period  thereafter.  To  be  sure,  the 
railroads  subsequent  to  the  guaranty  period  went  through  two  or 
three  years  of  disappointing  earnings  and  impaired  credit,  but  these 
difficulties  would  have  been  far  more  pronounced  and  recuperation 
would  have  been  much  slower  if  railroad  credit  had  suffered  the  addi- 
tional shocks  and  uncertainties  which  would  have  arisen  in  the  ab- 
sence of  government  intervention. 

The  fact  that  the  Government  took  possession  and  control  of  the 
railroads  served  to  divert  and  confuse  the  public  thought  on  the  sub- 
ject. The  public  saw  the  increases  in  railroad  costs  and  the  heavy 
charges  on  the  public  treasury.  It  therefore  concluded  that  these 
things  were  due  to  the  fact  that  the  Government  had  had  control  of 
railroad  and  other  transportation  systems.  It  should  have  concluded 
that  these  things  were  due  to  WAR  and  that  these,  or  equivalent 
burdens,  if  not  greater  burdens,  would  have  been  borne  by  the  rail- 
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road  companies,  their  security  holders  and  the  public,  if  the  railroad 
companies  had  continued  to  operate  their  properties. 

No  scheme  could  have  been  devised  to  relieve  the  public  treasury 
of  the  cost  to  it  of  Federal  Control  without  transferring  that  burden 
in  some  other  form  to  the  public  or  to  railroad  security  holders  or 
both.  So  far  as  earlier  or  greater  rate  increases  might  have  lifted 
the  burden  from  the  Treasuiy,  the  cost  would  have  fallen  on  the 
public  in  the  form  of  rates  and,  under  the  peculiar  conditions,  prob- 
ably with  greater  disturbance  to  business.  If  abstention  from  Fed- 
eral Control  could  have  relieved  the  public  treasury,  heavy  loss 
would  have  fallen  on  the  railroad  security  holders  to  whatever  extent 
they  could  not  transfer  the  burden  to  the  public  through  increased 
rates. 

The  burden  was  there.  It  was  part  of  the  War  and  was  paid  in  sub- 
stantial part  by  taxation,  which  is  not  an  unusual  way  of  meeting  war 
burdens. 


CHAPTER  XVII 


THE  RAILROADS  AFTER  THE  END  OF  FEDERAL 

CONTROL 

Retransfer  of  Properties  to  the  Carrier  Corporations. 

As  will  be  explained  more  fully  below,  Congress  adopted,  and  Presi- 
dent Wilson  approved  on  February  28,  1920,  comprehensive  and 
constructive  transportation  legislation  known  as  the  "Transporta- 
tion Act,  1920."  It  was  on  account  of  the  wish  of  Congress  to  have 
time  to  complete  this  legislation  prior  to  the  termination  of  Federal 
Control  that  the  President  abandoned  his  announced  purpose  of 
returning  the  railroads  to  private  control  on  December  31,  1919, 
and  continued  such  possession  and  control  for  two  months  longer, 
under  increasing  disadvantages  to  the  Railroad  Administration. 

The  act  also  contained  numerous  important  provisions  dealing 
with  the  retransfer  of  the  railroads  to  the  owning  corporations  at 
12:  01  a.m.,  March  1,  1920,  the  time  fixed  in  the  President's  Procla- 
mation of  December  24,  1919. 1 

Serious  misgivings  were  entertained  that  upon  the  expiration  of 
Federal  Control  all  intrastate  rates  which  had  been  prescribed  by 
the  Railroad  Administration  would  cease  to  have  validity  as  against 
the  much  lower  pre-war  intrastate  rates  which,  generally  speaking, 
had  been  established  by  State  authority.  It  was  also  feared  that  even 

1  These  portions  of  the  act  contained  elaborate  provisions  for  the  transfer 
to  the  Secretary  of  War  of  government-owned  boats  on  inland  waterways; 
for  the  liquidation  and  winding  up  of  all  matters  arising  out  of  Federal  Con- 
trol, $200,000,000  being  appropriated  therefor  in  addition  to  the  appropria- 
tions already  made;  for  adjusting  compensation  with  carriers  entitled  to  just 
compensation  under  the  Federal  Control  Act,  but  which  had  not  made  con- 
tracts therefor;  for  protecting  from  operating  deficits  not  experienced  in  the 
test  period  the  so-called  "short  lines"  which  had  operated  their  own  rail- 
roads during  any  part  of  the  period  of  Federal  Control;  for  the  bringing 
against  an  agent  of  the  President  of  actions  based  on  causes  of  action  arising 
out  of  Federal  Control  and  payment  of  judgments;  and  for  the  Government 
refunding  for  a  period  of  ten  years  at  6  per  cent  interest  the  indebtedness 
of  carriers  to  the  Government  for  additions  and  betterments  or  otherwise 
arising  out  of  Federal  Control.  Provision  was  also  made  for  additional  loans 
to  the  carriers,  and  the  sum  of  $300,000,000  was  appropriated  therefor. 
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if  the  Director  General's  intrastate  rates  did  not  automatically  lose 
their  validity  many  of  them  might  be  promptly  reduced  by  the  State 
authorities.  The  Transportation  Act  provided,  therefore  (Section 
208),  that  the  rates  effective  February  29,  1920,  should  continue  in 
effect  until  changed  by  Federal  or  State  authority,  but  should  not 
be  reduced  prior  to  September  1,  1920,  unless  such  reduction  was 
approved  by  the  Interstate  Commerce  Commission. 

Liquidation  of  Federal  Control. 

Pursuant  to  the  provisions  of  the  Transportation  Act,  1920,  the 
Railroad  Administration  continued  in  existence  to  make  settlements 
with  the  carrier  corporations.  John  Barton  Payne  succeeded  the 
writer  as  Director  General  on  May  18,  1920,  and  held  the  office  and 
was  in  charge  of  the  liquidation  until  March  28,  1921,  when  he  was 
succeeded  by  James  C.  Davis. 

The  great  bulk  of  the  actual  liquidation  was  effected  by  Mr. 
Davis.  Indeed  the  matters  involved  were  of  such  a  character  that 
they  were  not  ripe  for  disposition  until  after  Mr.  Davis  took  office. 

An  admirable  record  was  made  by  Mr.  Davis  in  discharging  to  vir- 
tual completion  the  stupendous  task  of  liquidating  an  undertaking 
of  such  unprecedented  proportions  and  complications.  His  report 
to  President  Coolidge  for  the  year  ending  December  31,  1924,  is 
an  illuminating  description  of  the  problems  of  liquidation  and  of 
the  manner  in  which  they  were  solved. 

Upon  Mr.  Davis'  resignation,  January  1, 1926,  the  comparatively 
small  matters  remaining  for  disposition  were  virtually  placed  in  the 
hands  of  the  Treasury  Department  for  disposition,  A.  W.  Mellon, 
Secretary  of  the  Treasury,  being  appointed  Director  General  of 
Railroads. 

The  Six  Months'  Guaranty,  Its  Cost  to  the  Public  Treasury, 
and  the  Rate  Increase. 

To  give  the  Interstate  Commerce  Commission  time  to  investigate, 
prescribe  and  make  effective  a  rate  structure  for  private  operation 
under  post-war  conditions,  the  Transportation  Act  guaranteed  an 
income,  for  the  six  months  of  1920  from  March  to  September,  to  the 
carriers  which  had  been  under  Federal  Control.  This  guaranty  as- 
sured to  each  of  such  carriers  a  net  railway  operating  income  equal 
to  one-half  of  the  annual  compensation  to  which  the  carrier  was  en- 
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titled  during  the  period  of  Federal  Control,  it  being  provided  that 
if  during  the  guaranty  period  a  particular  carrier  earned  more  than 
the  amount  guaranteed  the  excess  should  be  paid  to  the  United 
States.  The  act  provided  in  effect  that  for  the  guaranty  period  the 
maintenance  which  the  carriers  could  charge  to  operating  expenses 
should  not  exceed  an  average  half-year's  maintenance  of  the  same 
carrier  during  the  three  year  test  period  ending  June  30,  1917, 
with  due  allowance  for  difference  in  prices,  wages  and  use.  The  al- 
lowance for  maintenance  as  well  as  the  adjustment  and  restatement 
of  the  operating  expense  and  revenues  of  each  carrier  for  the  guar- 
anty period  were  subjected  to  the  supervision  and  control  of  the 
Interstate  Commerce  Commission. 

The  operations  of  the  carriers  during  the  six  months  of  the  guar- 
anty period  showed  extremely  unsatisfactory  results  and,  as  had 
been  anticipated,  called  for  large  payments  by  the  Government  under 
the  guaranty.  It  was  not  practicable  for  the  Interstate  Commerce 
Commission  to  put  into  effect  the  increased  rates  until  September  1, 
the  expiration  of  the  guaranty  period.  It  was  necessary  to  expedite 
action  on  the  problem,  to  an  extent  unprecedented  in  time  of  peace, 
in  order  to  make  the  rates  effective  even  at  that  time.  In  making 
rates  to  deal  adequately  with  the  situation  for  carriers  under  pri- 
vate control,  the  problem  was  different  from  the  President's  problem 
of  initiating  rates  during  and  for  the  purposes  of  Federal  Control. 
For  those  purposes  he  could,  and  was  expected  to,  initiate  such  rates 
upon  the  theory  that  the  transportation  systems  were,  as  indicated  in 
Section  10  of  the  Federal  Control  Act  of  March  21,  1918,  "being 
operated  under  a  unified  and  coordinated  national  control  and  not 
in  competition."  But  upon  return  of  private  control,  the  railroads 
were  not  under  national  control  or  unified  or  coordinated  and  were 
in  competition.  Hence  the  rates  had  to  be  based  on  that  changed  con- 
dition. The  Commission  therefore  had  to  consider  what  differences 
should  be  made  in  the  rate  increases  in  different  parts  of  the  country. 
This  required  great  consideration  and  resulted  in  different  percent- 
ages of  increase  for  freight  traffic  in  the  East,  the  South,  and  the 
West,  the  West  being  subdivided  into  two  separate  sections. 

The  cost  of  operation  during  the  guaranty  period  was  heavily  in- 
creased because  the  Labor  Board,  a  fact-finding  agency  created  by 
the  Transportation  Act,  reported  in  favor  of  increasing  wages  of 
railroad  employees,  effective  May  1,  1920,  by  amounts  aggregating 
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about  $618,000,000  per  year.  While  this  report  was  merely  advisory, 
the  railroad  companies  concluded  that  under  the  conditions  prevail- 
ing they  should  increase  wages  accordingly  and  did  so.  Thus  this 
heavy  additional  burden  began  to  be  operative  four  months  before 
the  new  rates  could  take  effect. 

A  vast  number  of  questions  arose  as  to  the  construction  and  ap- 
plication of  the  various  provisions  of  the  guaranty  legislation  and 
particularly  with  reference  to  the  amount  of  maintenance  that  the 
railroads  were  entitled  to  charge  to  their  operating  expenses  during 
the  guaranty  period.  Most  of  these  matters  had  been  disposed  of  by 
December  1,  1926,  and  as  of  that  date  the  Interstate  Commerce 
Commission  estimated  that  the  total  demands  upon  the  Federal 
treasury  for  making  good  the  six  months'  guaranty  were  approxi- 
mately $530,468,000. 

Hei-e  also  it  is  to  be  borne  in  mind  that  this  cost  to  the  public 
treasury  was  due  to  the  fact  that  the  rate  increases  could  not  be 
made  effective  in  time  to  meet  adequately  the  railroad  operating  ex- 
penses of  the  period.  If  sufficient  increases  in  rates  could  have  been 
effective  at  the  beginning  of  the  guaranty  period  there  would  have 
been  no  cost  to  the  public  treasury,  but  the  public  would  nevertheless 
have  had  to  pay  the  cost.  For  the  guaranty  period,  as  well  as  for 
the  Federal  Control  period,  the  question  of  cost  to  the  public  was 
indicated  by  the  total  operating  cost,  rather  than  by  the  manner  of 
meeting  that  cost,  whether  altogether  through  transportation  rates 
or  partly  in  that  way  and  partly  out  of  the  public  treasury. 

Another  feature  which  contributed  to  the  heavy  operating  burden 
in  the  six  months  of  the  guaranty  period  was  the  extensive  unau- 
thorized strikes  of  switchmen  which  seriously  hampered  the  conduct 
of  operation  and  produced  an  unprecedented  degree  of  congestion. 

Emphasis  should  be  laid  in  this  connection  upon  the  extremely 
heavy  burdens  which  were  placed  upon  the  Interstate  Commerce 
Commission  by  the  performance  of  the  numerous  functions  with 
which  it  was  charged  in  connection  with  the  guaranty  period  after 
Federal  Control.  Despite  the  other  very  important  responsibilities 
placed  upon  the  Commission  by  the  Transportation  Act,  in  addition 
to  the  heavy  responsibilities  which  had  rested  upon  it  even  before 
the  War,  the  Commission  developed  its  organization  to  discharge 
its  duties  with  reference  to  the  settlement  of  the  guarantv  period 
and  performed  those  difficult  tasks  in  a  highly  creditable  manner. 
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The  Nezo  Legislative  Policies. 

The  need  for  comprehensive  and  constructive  railroad  legislation 
had  begun  to  be  generally  understood  prior  to  Federal  Control.  This 
was  shown  by  President  Wilson's  recommendation  for  a  comprehen- 
sive study  of  the  entire  subject  and  by  the  appointment  for  that 
purpose  of  the  Newlands  Joint  Committee,  referred  to  in  Chapter 
I,  and  by  the  work  of  that  committee,  although  that  work  remained 
unfinished  on  account  of  the  Government's  taking  possession  and 
control  of  railroad  and  other  transportation  systems.  This  need  was 
further  emphasized  by  President  Wilson's  message  to  Congress  in 
December,  1918,  referred  to  in  Chapter  V.  Throughout  Federal 
Control  the  impression  continued  to  develop  that  the  public  not  only 
had  a  vital  interest  in  the  success  of  the  railroads  but  had  a  positive 
responsibility  to  promote  that  success,  and  that  it  was  contrary  to 
its  own  interests  to  adhere  to  the  policy  which  had  prevailed  prior 
to  the  War  of  regarding  the  railroads  merely  as  subjects  for  restraint 
and  limitation  without  affirmative  thought  for  their  welfare. 

The  outcome  of  the  development  of  these  sentiments  was  that  the 
corner-stone  of  the  Transportation  Act  was  the  conception  that  the 
Interstate  Commerce  Commission  on  behalf  of  the  Federal  Govern- 
ment had  an  affirmative  responsibility  for  the  railroad  situation. 
The  Transportation  Act  required  the  Commission  to  initiate  such 
rates  for  the  carriers  as  a  whole,  or  by  rate  territories,  as,  under 
efficient  management,  would  yield,  as  nearly  as  might  be,  a  fair  re- 
turn upon  the  aggregate  value  of  railway  property.  The  act  in  this 
connection  provided  that  any  company  earning  more  than  6  per 
cent  on  the  value  of  its  property  should  pay  one-half  of  the  excess 
to  the  Government,  the  fund  thus  arising  to  be  employed  under  the 
direction  of  the  Interstate  Commerce  Commission  for  loans  to  rail- 
road companies.  The  act  also  empowered  the  Commission  to  see  that 
intrastate  rates  were  not  so  low  as  to  create  a  burden  upon  inter- 
state commerce. 

Before  the  War  there  had  been  the  general  conception  that  the 
more  competing  railroads  were  constructed,  the  better  for  the  public 
interest.  But  the  Transportation  Act  proceeded  upon  the  new  con- 
ception that  it  was  a  disadvantage  to  the  public  to  have  more  rail- 
roads than  were  needed  to  handle  the  business  of  the  country  and  to 
afford  a  reasonable  amount  of  constructive  competition,  and  there- 
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fore  provided  that  no  additional  railroads  could  be  constructed  ex- 
cept upon  the  issue  by  the  Interstate  Commerce  Commission  of  cer- 
tificates of  public  convenience  and  necessity. 

As  a  result  of  the  new  conception  embodied  in  the  Transportation 
Act,  it  wrought  a  profound  modification  in  the  application  of  the 
anti-trust  laws  to  the  railroad  companies.  Those  laws  as  applied  up 
to  that  time  had  had  the  effect  of  preventing  consolidation  or  any 
form  of  combination  between  railroad  companies  engaged  in  any 
substantial  competition  with  each  other.  The  Interstate  Commerce 
Act  had  prohibited  any  pooling  of  traffic  or  earnings  bv  competing 
railroad  companies.  The  Transportation  Act,  however,  specifically 
authorized  pooling  when  found  by  the  Interstate  Commerce  Com- 
mission to  be  in  the  public  interest  and  specifically  directed  the  Com- 
mission to  promote  the  consolidation  of  the  railroads  of  the  country 
into  a  limited  number  of  systems  and  also  empowered  the  Commission 
to  approve  and  authorize  combinations  of  railroads  through  lease  or 
stock  ownership  or  any  method  falling  short  of  complete  consolida- 
tion of  ownership  and  operation,  if  the  Commission  should  find  such 
arrangements  to  be  in  the  public  interest.  The  act  further  provided 
that  carriers  affected  by  any  such  order  of  the  Commission  should  be 
relieved  from  the  operation  of  both  the  Federal  and  the  State  anti- 
trust laws  and  other  restraints  or  prohibitions  in  so  far  as  necessary 
to  act  in  conformity  with  the  order.2 

The  act  also  made  provision  for  close  supervision  by  the  Interstate 
Commerce  Commission  of  the  issues  of  stocks,  bonds  and  other  se- 
curities by  the  railroad  companies  and  further  created  a  Labor 
Board  to  find  the  facts  and  report  its  decisions  upon  the  merits  of  dis- 
cussions between  railroad  managements  and  railroad  employees  as  to 
questions  affecting  wages  and  working  conditions. 

On  the  whole  this  act  expressed  a  revolution  in  the  attitude  of  the 
public  toward  railroad  regulation.  The  railroad  companies  by  the 
effective  service  they  have  given  since  the  War  have  fully  justified 
the  new  legislative  attitude  thus  established. 

2  The  writer  in  numerous  public  addresses  in  1919  urged  the  desirability 
of  extensive  railroad  consolidation  and  also  of  the  Government  adopting  an 
affirmative  and  not  merely  a  restrictive  policy  of  railroad  legislation.  Senator 
A.  B.  Cummins,  now  deceased,  then  Chairman  of  the  Interstate  Commerce 
Committee  of  the  Senate,  took  the  lead,  among  the  members  of  the  Senate 
and  House,  in  public  advocacy  of  railroad  consolidation. 
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Inherent  in  this  new  legislation  was  the  idea  that  private  control 
and  operation  of  railroads  under  effective  but  constructive  public 
regulation,  and  not  government  ownership  or  operation,  was  the 
policy  of  the  country. 

Post-zvar  Improvement  over  Pre-war  Private  Operation. 

Since  the  War  the  railroads,  like  other  forms  of  industry,  have 
arrived  at  much  more  satisfactory  operating  conditions  than  were 
possible  during  the  war  period  or  immediately  thereafter,  and  in- 
deed have  realized  much  greater  efficiency  than  they  ever  realized  in 
the  pre-war  period.  The  railroad  companies  have  responded  admi- 
rably to  the  new  spirit  expressed  in  the  Transportation  Act,  have 
arrived  at  more  complete  and  cordial  understanding  with  the  public, 
have  shown  increasingly  careful  attention  to  relations  with  em- 
ployees and  have  rendered  transportation  service  more  expeditious, 
reliable  and  convenient  than  it  was  before  the  War. 

Post-war  Operation  of  the  Railroads  under  Private  Control. 

The  railroads  went  back  to  private  control  on  March  1,  1920.  The 
first  six  months  were  under  the  government  guaranty  already  ex- 
plained. Many  of  the  railroad  managers  were  intensely  dissatisfied 
with  the  labor  situation,  and  particularly  those  upon  whose  railroads 
certain  labor  organizations  had  been  recognized  during  Federal  Con- 
trol for  the  first  time.  Friction  promptly  developed  between  the  man- 
agements and  these  labor  organizations.  A  period  of  two  or  three 
years  was  involved  in  clarifying  this  situation.  The  Labor  Board, 
which  had  been  created  by  the  Transportation  Act,  authorized  heavy 
increases  in  wages  in  1920,  aggregating  over  $618,000,000  per 
year,  and  later  approved  substantially  most  of  the  working  condi- 
tions which  the  Railroad  Administration,  having  found  in  effect  more 
or  less  on  numerous  railroads,  had  extended  to  all;  but  the  Labor 
Board  disapproved  certain  particularly  fundamental  working  con- 
ditions which  the  Railroad  Administration  in  1918,  under  pressure 
of  the  War,  had  extended  in  this  nation-wide  manner.  These  are  re- 
ferred to  in  Chapter  XIV  on  Labor.  In  1921  the  Labor  Board  sanc- 
tioned substantial  reductions  in  wages  effective  July  1.  The  railroads 
were  on  the  verge  of  serious  strikes  on  this  account,  but  for  the  time 
being  they  were  averted.  In  1922,  however,  a  further  reduction  in 
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wages  of  the  shopcrafts  by  the  Labor  Board  precipitated  a  strike  of 
the  organized  shopcrafts  throughout  the  country.  Some  of  the  rail- 
road companies  made  adjustments  with  the  shopcrafts'  unions  on 
their  roads  and  thereby  perpetuated  the  recognition  of  those  unions. 
Other  railroads  continued  to  fiaht  the  strike  with  the  result  that  the 
shopcrafts  lost  on  many  railroads  the  status  attained  during  the 
period  of  Federal  Control.  On  many  of  the  railroads  there  have 
developed  "company"  unions  of  employees  in  various  branches  of 
service  in  lieu  of  the  national  labor  unions  which  in  1918  had  secured 
government  recognition  on  all  the  railroads.  But  the  four  national 
brotherhoods  of  train  and  engine  men  still  retain  their  recognition 
and  their  contracts  on  practically  all  the  railroads. 

The  Labor  Board  was  abolished  in  1926.  It  had  only  advisory 
powers,  but  in  general  its  advisory  decisions  were  accepted.  It  had  to 
function  through  such  an  extremely  troubled  period  of  post-war  re- 
adjustment, that  it  made  enemies  among  both  the  railroad  companies 
and  the  labor  unions.  Its  abolition  resulted  from  this  dissatisfaction. 
Congress  established  instead  a  Board  of  Mediation,  which  is  now 
functioning  and  which  endeavors,  when  mediation  and  conciliation 
fail,  to  encourage  arbitration  of  disputes  between  the  railroad  man- 
agements and  railroad  labor. 

Although  the  Railroad  Administration  endeavored,  as  the  end  of 
Federal  Control  came  near,  to  shape  administrative  procedure  more 
and  more  to  facilitate  the  transition  back  to  private  control,  the 
railroad  managements  had  many  perplexing  problems  of  readjust- 
ment besides  the  labor  problem.  One  of  the  most  acute  problems  was 
the  revenue  situation.  After  the  troubled  year  1920  with  its  read- 
justments and  its  serious  unauthorized  strikes  which  developed  un- 
precedented congestion  in  the  handling  of  an  extraordinarily  heavy 
traffic,  the  railroads  encountered  in  1921  a  sudden  slump  in  business 
even  more  pronounced  than  that  which  confronted  Federal  Control  in 
the  first  six  months  of  1919.  It  was  no  more  practicable  for  the  rail- 
road companies  or  the  Interstate  Commerce  Commission  to  initiate 
an  additional  rate  increase  in  the  face  of  a  heavy  slump  in  business  in 
1921  than  it  had  been  for  the  United  States  Railroad  Administration 
in  1919.  As  a  result,  the  net  railway  operating  income  in  1921  w  as 
alarmingly  low.  This  had  been  partially  relieved  by  the  reduction  of 
wages  put  into  effect  upon  the  basis  of  the  Labor  Board's  report  in 
1921.  Such  reductions  were  at  the  rate  of  $412,000,000  per  year. 
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but  were  not  effective  until  the  first  day  of  July,  so  that  it  affected 
only  the  second  half  of  the  year's  operations. 

Late  in  the  year  1921,  at  the  instance  of  the  Interstate  Commerce 
Commission,  the  western  railroads  made  reductions  of  10  per  cent  or 
more  on  grain  and  live  stock  and  in  the  spring  of  1922  the  Commis- 
sion required  the  railroads  throughout  the  country  to  make  reduc- 
tions of  10  per  cent  on  all  freight  traffic  which  had  not  already  been 
reduced  at  least  to  that  extent.3  These  rate  reductions  substantially 
diminished  railroad  revenue,  particularly  in  the  West.  Thus  the 
railroads  went  through  two  or  three  years  of  extremely  disquieting 
readjustment  with  seriously  inadequate  returns,  an  inevitable  inci- 
dent to  the  economic  convulsions  which  followed  the  War. 

As  an  indication  of  the  fluctuating  conditions  with  which  the  rail- 
roads have  been  confronted  since  the  end  of  Federal  Control,  it  is 
interesting  to  note  the  annual  rate  of  return  upon  the  investment  in 
road  and  equipment  as  compared  with  the  average  year  of  the  test 
period  (three  years  ended  June  30,  1917). 

The  approximate  rate  of  return  per  annum  upon  this  investment 
for  the  test  period  was  5.25  per  cent. 

For  the  year  1920,  the  first  two  months  were  under  Federal  Con- 
trol, the  following  six  months  were  under  the  Federal  guaranty,  and 
only  during  the  last  four  months  of  the  year  were  the  railroads  oper- 
ating on  their  own  responsibility.  The  year  was  extremely  difficult 
for  reasons  above  suggested.  The  rate  of  return  indicated  by  the  ac- 
tual net  railway  operating  income  for  the  entire  year  was  only  nine 
one-hundredths  of  one  per  cent,  but  for  eight  months  of  the  year  the 
carriers  were  protected  against  such  unfavorable  results  by  having 
the  rental  for  the  first  two  months  and  the  guaranty  for  the  next  six. 
For  the  years  1921  to  1926,  both  inclusive,  the  rate  of  return  on  the 
investment  in  road  and  equipment  has  been  as  follows  :4 


Year  Rale  of  Return 

1921  3.07 

1922  3.83 

1923  4.66 

1924  4.54 

1925  5.09 

1926  5.36 


8  Reduced  Rates,  1922,  68  I.C.C.  676. 

4  These  percentages  of  return  would  be  somewhat  reduced  if  working 
capital  of  material  and  supplies  and  cash  were  included  in  the  investment. 
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The  railroad  companies  have  raised  and  expended  exceptionally 
large  amounts  in  the  betterments  of  their  properties,  in  the  develop- 
ment of  labor  saving  machinery  and  devices,  and  in  the  promotion 
generally  of  greater  efficiency,  having  made  net  capital  expenditures 
for  this  purpose  of  about  $3,600,000,000  in  the  six  years  from  1921 
to  1926  both  inclusive,  thus  increasing  their  investment  by  about  20 
per  cent.  The  nation-wide  aspects  of  freight  car  distribution  and 
transportation,  which  were  so  clearly  emphasized  during  the  war 
period,  have  received  the  closest  attention,  with  the  most  gratifying 
results.  The  Car  Service  Division  of  the  American  Railway  Associa- 
tion which  is  under  the  presidency  of  R.  H.  Aishton,  who  served  as 
Regional  Director  for  the  Railroad  Administration  throughout  the 
War,  has  achieved  remarkable  success.  As  a  result  of  the  betterment 
of  the  railroads  and  their  equipment  and  of  the  constant  vigilance  of 
their  managements,  car  shortages  which  were  the  rule  in  busy  sea- 
sons of  the  years  prior  to  the  War  have  almost  disappeared.  And 
there  is  general  testimony  to  the  effect  that  the  promptness  and  re- 
liability of  railroad  transportation  are  far  greater  than  they  ever 
were  in  the  pre-war  period  under  private  control. 


CHAPTER  XVIII 


GENERAL  COMMENTS  ON  FEDERAL  CONTROL 

Psychology  Incident  to  Federal  Control. 

The  student  of  Federal  Control  will,  of  course,  consider  the  great 
mass  of  public  expressions  in  regard  to  it  in  the  years  during  and 
immediately  following  that  undertaking,  as  these  expressions  were 
evidenced  in  addresses,  newspaper  and  magazine  articles,  statements 
before  Congressional  Committees,  et  cetera.  In  doing  this  he  should 
make  allowance  for  the  special  psychology  which  developed  on  that 
subject. 

During  the  period  of  this  country's  participation  in  the  War, 
there  were  most  far-reaching  interferences  with  ordinary  affairs  of 
life,  both  domestic  and  business.  People  were  called  on  to  limit  the 
character  and  quantity  of  their  food.  They  were  called  on  to  save 
coal  and  to  diminish  their  use  of  electric  light  on  that  account.  They 
were  called  on  to  invest  their  savings  in  government  bonds.  Business 
in  lines  of  enterprise  not  essential  to  the  conduct  of  the  War  was 
designedly  hampered  so  as  to  avoid  consumption  of  material  and 
labor  in  non-essential  activities.  Business  engaged  in  the  production 
of  war  necessities,  or  materials  relating  directly  or  indirectly  thereto, 
was  subject  to  searching  regulations  and  restrictions.  The  facilities 
for  passenger  travel  were  restricted  by  eliminating  a  large  mileage 
of  non-essential  passenger  trains ;  no  new  passenger  cars  or  dining 
cars  were  constructed ;  and  yet  the  volume  of  passenger  travel  was 
much  increased,  so  that  railroad  travel  was  distinctly  less  comfort- 
able throughout  1918  than  had  been  the  case  prior  to  the  War.  These 
restraints  and  unprecedented  interferences  were  submitted  to  by  the 
public  with  patriotism  and  with  a  surprisingly  small  amount  of 
complaint  or  criticism  until  the  Armistice.  But  then  there  sprung 
up  at  once  throughout  the  country  the  most  pronounced  reaction 
against  government  interference  in  business.  Intense  desire  was  mani- 
fest on  every  hand  that  the  Government  retire  from  these  exceptional 
interferences  with  business  at  the  earliest  possible  moment. 

Federal  Control  of  railroad  and  other  transportation  systems  con- 
stituted the  most  concrete  and  all-pervasive  evidence  of  government 
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interference  in  business  that  could  be  found  in  the  country.  As  a 
result,  Federal  Control  became  the  most  obvious  symbol  of  govern- 
ment participation  in  non-governmental  affairs.  The  situation  was 
intensified  by  the  continuance  of  government  control  of  the  railroads 
for  a  period  of  nearly  sixteen  months  after  the  Armistice.  The  public 
wanted,  and  the  Congressional  leaders  insisted  upon,  the  continuance 
of  Federal  Control  for  that  period  of  time  to  give  an  opportunity 
for  deliberate  and  comprehensive  railroad  legislation,  but  none  the 
less  the  public  and  Congress  resented  this  temporary  continuance  of 
that  control.  The  Railroad  Administration  became  the  target  of  all 
the  public  dislike  for  government  interference  in  business,  in  addi- 
tion to  being  the  target  for  countless  objections  in  instances  where 
changes  in  railroad  methods  brought  about  by  Federal  Control  in- 
terfered with  some  established  pre-war  habit  or  relationship. 

On  account  of  the  endless  ways  in  which  railroad  activities  were 
interwoven  into  the  business  and  domestic  affairs  of  the  people,  there 
were  innumerable  ways  in  which  the  changes  brought  about  tended 
to  cause  friction  and  dissatisfaction.  The  principle  of  standardizing 
railroad  wages,  which  was  adopted  under  the  war  conditions  of  1918, 
operated  to  make  wages  for  railroad  employees  in  many  of  the  more 
rural  parts  of  the  country  much  higher  than  other  local  wage  levels. 
Particularly  was  this  true  as  to  colored  railroad  labor  in  the  South. 
The  interruption  of  ordinary  pre-war  methods  of  handling  business, 
such  as  declining  to  furnish  cars  for  certain  forms  of  non-essential 
traffic,  refusing  permits  to  handle  certain  forms  of  traffic,  sending 
less-than-carload  freight  only  on  certain  days  of  the  week,  were  novel 
and  disturbing  to  many  shippers.  Shippers  having  control  of  large 
volumes  of  traffic  felt  the  loss  of  the  leverage  which  they  believed  they 
could  enjoy  if  the  railroads  were  again  in  competition.  The  vigilant 
efforts  of  the  Railroad  Administration  to  get  the  most  favorable 
prices  for  materials  and  supplies  were  not  gratifying  to  many  per- 
sons interested  in  the  sale  of  materials  and  supplies.  The  decision  of 
the  Railroad  Administration  not  to  renew  fire  insurance  policies  on 
railroad  properties  but  to  carry  the  insurance  itself  was  naturally 
distasteful  to  those  whose  business  was  thereby  affected.  The  sum 
total  of  countless  individual  instances  of  irritation  or  friction  of  the 
varied  sorts  suggested  powerfully  supplemented  the  general  feeling 
of  resentment  toward  government  interference  in  business  and  con- 
tributed to  the  ci^stallization  of  all  such  feelings  into  a  positive 
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sentiment  of  hostility  to  Federal  Control  of  railroads,  the  one  re- 
maining example  after  the  Armistice  of  continued  government  par- 
ticipation in  the  internal  business  affairs  of  the  country. 

It  was  also  natural  that  the  executives  of  the  railroad  corporations 
should  feel  a  pronounced  dislike  for  the  conception  of  Federal  Con- 
trol. They  would  have  been  more  than  human  if  they  had  welcomed 
their  exclusion  from  the  managements  of  the  railroad  corporations 
to  which  managements  they  had,  generally  speaking,  devoted  the 
whole  of  their  business  lives,  and  in  which  they  hoped  to  round  out 
their  careers.  They  could  not  but  feel  concerned  at  the  extension  of 
the  recognition  of  labor  unions.  They  were  probably  disturbed  by 
the  recommendation  made  by  the  Railroad  Administration  in  the 
early  part  of  1919  for  a  definite  extension  of  Federal  Control  to  put 
the  Railroad  Administration  in  position  where  it  could  plan  and 
carry  out  improvements  despite  the  chaotic  post-war  conditions  and 
be  of  assistance  in  the  stabilization  of  business  through  that  diffi- 
cult period.  The  railroad  executives  had  a  profound  and  sincere  con- 
viction that  government  ownership  and  operation  of  railroads  would 
be  fundamentally  opposed  to  the  public  interest,  and  in  all  prob- 
ability they  construed  the  Railroad  Administration's  recommenda- 
tion for  an  extension  of  Federal  Control  as  a  distinct  move  for  per- 
manent government  ownership  and  operation. 

When  the  railroad  corporations,  against  their  will,  had  been  out 
of  control  of  the  railroads  for  a  period  of  upwards  of  two  years,  it 
was  merely  a  response  to  one  of  the  most  elemental  human  instincts, 
for  many  of  their  most  outspoken  managers,  upon  their  resuming 
control  and  responsibility  for  railroad  operation,  to  place  the  maxi- 
mum of  blame  upon  the  Railroad  Administration  for  every  difficulty 
that  was  the  outgrowth  of  the  War. 

With  all  these  factors  and  influences  converging  upon  Federal 
Control,  it  naturally  resulted  that  there  was  a  widespread  will  to 
criticize  and  a  very  definite  motive  for  criticism,  especially  since 
any  criticism  of  the  Railroad  Administration  could  be  made  useful 
as  an  argument  against  government  control  and  operation  of  rail- 
roads. In  these  circumstances  the  Railroad  Administration  was  sub- 
ject to  the  working  of  the  principle  that  the  exception  is  more 
potent  than  the  rule ;  that  extreme  cases  make  more  publicity  and 
sentiment  than  the  general  average  condition.  In  the  millions  of  indi- 
vidual instances  of  transactions  and  relationships  growing  out  of 


GENERAL  COMMENTS  ON  FEDERAL  CONTROL  233 


Federal  Control  there  might  have  been  10,000  or  50,000  or  100,000 
specific  instances  which  were  extreme  in  their  character.  These  could 
be  emphasized  until  they  were  regarded  as  typical  instead  of  excep- 
tional. In  other  words,  the  specific  things  criticized  were  taken  to 
be  an  accurate  expression  of  the  entire  situation.  Hence  the  condi- 
tions facilitated  and  encouraged  exaggeration. 

Things  seemed  to  get  to  the  point  where  no  charge  was  too  extreme 
to  be  believed.  The  more  extreme  the  charge  the  greater  the  pre- 
sumption, apparently,  that  the  charge  was  true  without  necessity 
for  proof.  The  country  went  through  this  phase  during  and  after 
the  Armistice  and  in  a  very  pronounced  way  in  the  first  year  or  two 
following  Federal  Control. 

As  that  period  has  receded  and  as  a  better  perspective  is  obtained, 
it  has  become  apparent  that  the  general  average  performance  of 
Federal  Control,  despite  numerous  extreme  individual  instances,  was 
remarkably  close  to  the  general  average  performance  prior  to  Fed- 
eral Control  and  that  the  subsequent  highly  creditable  performance 
of  the  railroads,  showing  marked  improvement  over  Federal  Con- 
trol and  also  over  pre-war  private  control,  has  not  been  peculiar 
to  the  railroad  situation  but  has  found  its  counterpart  in  industry 
generally.  The  increased  efficiency  in  private  industry  in  the  last 
few  years  above  the  degree  of  efficiency  shown  by  private  industry 
during  the  War  appears  to  have  been  even  greater  than  the  increased 
efficiency  of  the  railroads  in  the  last  two  or  three  years  under  private 
management  over  the  degree  of  efficiency  shown  by  the  Government 
during  the  period  of  Federal  Control. 

This  matter  of  efficiency  of  Federal  Control  of  railroads  as  com- 
pared with  private  control  of  railroads  and  as  contrasted  with  re- 
sults in  private  industry  is  discussed  in  Chapter  XIV  on  Labor 
and  is  also  referred  to  in  Chapter  XVI  on  the  Cost  of  Federal  Con- 
trol. 

As  an  illustration  of  the  difference  between  the  volume  of  criticism 
when  there  is  a  will  to  criticize  and  when  there  is  not,  reference  mav 
be  made  to  the  shortage  of  freight  cars  in  the  grain  regions  in  the 
West  and  Northwest  in  the  summer  and  early  fall  of  1919  under 
Federal  Control  and  in  the  corresponding  period  of  1920  under  pri- 
vate control.  The  car  shortages  in  this  region  in  1920  after  the 
resumption  of  private  control  were  very  much  greater  than  thev 
were  in  1919  under  government  control.  But  the  public  criticism  in 
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1919  under  government  control  was  far  greater  than  in  1920  under 
private  control.  The  will  to  criticize  was  present  in  1919  and  was 
lacking  in  1920. 

Federal  Control  Not  a  Reliable  Argument  Either  For  or  Against 
Government  Ownership  and  Operation. 

As  an  introduction  to  comment  on  this  topic  the  writer  will  state 
that  he  has  uniformly  held  the  opinion  that  permanent  government 
ownership  and  operation  of  railroads  in  this  country  would  not  be 
in  the  public  interest.  He  has  believed  that  the  initiative  and  rivalry 
between  a  number  of  privately  owned  and  operated  railroad  systems, 
subject  to  adequate  public  regulation,  would  conduce  much  more  to 
the  public  interest  and  the  public  satisfaction,  and,  moreover,  would 
save  the  Government  itself  from  a  task  involving  heavy  and  injurious 
administrative  burdens  and  eventually  tending  to  political  demorali- 
zation. He  has  also  believed  that  this  country  is  far  too  vast,  and 
its  railroad  mileage  too  extensive,  to  admit  of  the  satisfactory  con- 
centration, in  time  of  peace,  of  all  railroad  operations  under  a  single 
direction.  The  writer  had  entertained  these  views  and  publicly  ex- 
pressed them  on  many  occasions  prior  to  Federal  Control.  During 
Federal  Control  and  while  he  was  Director  General  of  Railroads, 
he  made  a  large  number  of  public  addresses  throughout  the  country 
in  which  these  views  were  reiterated.  He  has  continued  to  hold  and 
to  express  these  views  since  the  end  of  Federal  Control.  He  believes 
that  the  system  exemplified  in  this  country,  of  private  ownership 
under  public  regulation,  gives  initiative,  elasticity,  efficiency,  re- 
sponsiveness to  public  needs  and  a  minimum  of  strain  on  the  political 
system  of  our  Government.  He  does  not  believe  these  results  could  be 
realized  to  anything  like  the  same  extent  under  permanent  govern- 
ment ownership  and  operation.  What  he  says,  therefore,  on  the  topic 
here  discussed  is  not  tinged  by  any  desire  to  promote  government 
ownership  and  operation  of  railroads  in  this  country. 

The  important  proposition  which  deserves  to  be  stressed  in  this 
connection  is  that  the  methods  and  results  of  Federal  Control  of 
railroads  do  not  constitute  a  sound  argument  either  for  or  against 
government  ownership  and  operation.  Federal  Control  of  railroads 
strikingly  shows  the  economic  burdens  and  dislocations  caused  by 
war,  but  it  throws  no  reliable  light  on  the  merits  or  demerits  of  gov- 
ernment ownership  and  operation  of  railroads  in  time  of  peace. 


GENERAL  COMMENTS  ON  FEDERAL  CONTROL  235 


Federal  Control  had  neither  the  advantages  nor  the  disadvantages 
of  permanent  government  ownership  and  operation. 

It  did  not  have  the  advantage  of  permanency  and  certainty.  It 
was  conducted,  after  the  Armistice,  through  months  of  uncertainty 
as  to  how  lone-  it  could  continue  and  thereafter  with  a  certain 
knowledge  that  it  would  be  discontinued  within  six  months.  There- 
fore  it  could  not  carry  out,  or  even  make,  comprehensive  plans  for 
the  betterment  of  the  railroads.  It  could  not  make  those  readjust- 
ments of  terminals,  shops,  et  cetera,  which  would  have  realized  the 
greatest  unification  with  the  resulting  economies.  In  all  matters  of 
improvements  it  had  virtually  to  adopt  a  policy  of  marking  time,  a 
thing  detrimental  to  any  enterprise  public  or  private. 

By  reason  of  the  almost  immediate  termination  which  was  in  pros- 
pect, Federal  Control  could  not  enjoy  the  vitally  important  condition 
of  that  sense  of  tranquillity  on  the  part  of  managements  and  em- 
ployees which  arises  from  the  feeling  that  there  is  a  permanent  and 
continuing  authority  over  them.  Until  the  Armistice,  both  the  man- 
agements and  the  employees  were  intent  upon  winning  the  War  and 
that  thought  prevailed  over  all  others.  But  when  the  Armistice  came, 
that  dominant  motive  disappeared  overnight,  and  what  largely  took 
its  place  was  a  desire  on  the  part  of  the  managements  to  get  back 
to  the  greater  freedom  of  private  control  as  soon  as  possible,  and  a 
divided  sentiment  on  the  part  of  emplo}rees,  many  preferring  private 
management  and  many  others,  including  the  organization  leaders, 
hoping  to  be  able  to  perpetuate  government  operation.  Such  states 
of  mind  were  most  unfavorable  to  the  best  operating  results  and 
constituted  a  serious  disadvantage  which  would  not  exist  in  the  case 
of  permanent  government  ownership  and  operation.  If  a  railroad 
officer  should  know  that  in  six  months  the  present  authority  over 
him  would  cease  to  control  him  and  would  be  superseded  by  a  differ- 
ent and  permanent  authority,  he  would  be  more  than  human  if  he 
took  as  great  an  interest  in  pressing  for  the  realization  of  all  the 
policies  of  the  temporary  authority  as  he  would  do  if  the  authority 
were  permanent  and  on  that  account  had  a  continuing  control  over 
him.  If  an  employee's  mind  were  filled  with  speculations  as  to  which 
of  two  regimes  would  be  more  beneficial  to  him  and  knew  that  the  one 
would  disappear  and  be  replaced  by  the  other  in  a  short  time  unless 
the  change  could  be  averted  by  legislative  action,  he  would  be  in  no 
state  of  mind  to  render  as  good  service  as  he  would  render  if  all 
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those  questions  were  settled.  In  these  respects  Federal  Control  was 
far  from  having  the  fundamental  advantage  which  government  own- 
ership and  operation,  or  any  other  permanent  form  of  ownership 
and  operation,  would  have.  It  would  be  extremely  superficial,  there- 
fore, to  assume  that  Federal  Control  enjoyed  the  advantages  of 
permanent  government  control  in  peace  time,  and  that  the  perform- 
ance of  the  latter  could  be  inferred  from  the  performance  of  the 
former.  In  such  circumstances  it  is  extraordinary  that  throughout 
the  period  of  Federal  Control,  even  up  to  its  last  day,  both  man- 
agements and  employees  gave  such  good  accounts  of  themselves  and 
made  a  showing  which,  considering  the  disrupting  influences  of  the 
War,  compared  so  favorably  with  pre-war  and  post-war  railroad 
operations,  and  with  pre-war,  war  and  post-war  industrial  activities. 

Nor  did  Federal  Control  labor  under  certain  pronounced  disad- 
vantages of  permanent  government  ownership  and  operation.  In  the 
selection  of  personnel,  Federal  Control  was  entirely  free  from  po- 
litical influences,  direct  or  indirect.  It  presented  the  rare  case 
throughout  of  "the  office  seeking  the  man."  Nobody  sought  his  job 
but  took  it  from  a  sense  of  patriotism.  The  effort  was  to  get  the  best 
available  material.  The  Railroad  Administration  took  over  skilled 
corps  of  officers  and  of  emploj'ees  who  had  been  selected  and  developed 
by  all  the  ability  which  the  railroad  corporations  could  devote  to 
selection  and  training  of  personnel.  During  the  continuance  of  hos- 
tilities, the  war  spirit  precluded  any  political  pressure  upon  the 
Director  General  and  his  staff  to  bring  about  changes  in  personnel. 
After  the  Armistice  the  remaining  time  of  Federal  Control  was  too 
brief  to  enlist  the  interest  of  political  influences  to  seek  to  make 
changes  in  the  personnel.  The  Central  Staff  had  been  selected  under 
war  conditions  without  a  thought  to  politics,  and  its  non-political 
character  was  such  that  it  was  realized  that  political  pressure,  even 
if  made,  would  be  unavailing.  Indeed,  the  very  brevhVy  of  the  tenure 
of  the  Central  Administration  as  well  as  of  other  branches  of  the 
Railroad  Administration  gave  it  a  degree  of  independence  with  ref- 
erence to  political  considerations  which  could  not  be  enjoyed  by 
men  who  were  in  Government  positions  for  indefinite  periods  and 
looking  to  those  positions  for  a  career.  Federal  Control  was  entirely 
free  from  those  political  influences  which  in  the  long  run  may  prove 
detrimental  to  permanent  government  operation  of  any  business 
enterprise  in  time  of  peace. 
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Opponents  of  government  ownership  and  operation  of  railroads 
have  frequently  seemed  prone  to  exaggerate  criticisms  of  Federal 
Control  by  way  of  argument  against  permanent  government  owner- 
ship and  operation.  Advocates  of  government  ownership  and  opera- 
tion have  probably  been  equally  prone  to  exaggerate  commendable 
things  which  were  done  by  Federal  Control  by  way  of  argument  for 
their  position.  Both  sides  have  been  in  error. 

In  the  interest  of  clear  thinking,  it  is  important  to  realize  that 
Federal  Control  does  not  constitute  a  sound  argument  either  for  or 
against  permanent  peace-time  government  ownership  and  operation. 
What  Federal  Control  does  primarily  is  to  illustrate  in  a  particu- 
larly concrete  and  visible  way  the  disrupting  and  destructive  influ- 
ences of  war,  strictly  similar  in  effect  to  what  would  have  been 
exemplified  by  private  war-time  control,  though  differing  in  various 
details. 
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CONCLUSION 

Federal  Control  of  railroad  and  other  transportation  systems  was 
undertaken  as  a  war  emergency.  It  was  continued  for  nearly  sixteen 
months  after  the  Armistice  to  enable  Congress  to  formulate  and 
adopt  a  constructive  program  of  peace-time  railroad  legislation, 
which  had  been  badly  needed  even  before  the  War.  The  personnel 
that  handled  the  railroads  during  this  rapidly  passing  period  of 
government  control  was  entirely  made  up  of  experienced  railroad 
men  on  the  railroads  themselves  as  well  as  in  the  Regional  Organiza- 
tions. The  Central  Administration  also  was  made  up  almost  wholly 
of  experienced  railroad  men.  The  selection  of  all  personnel  was  en- 
tirely free  from  politics.  There  was  an  adequate  and  praiseworthy 
performance  of  the  public  service  during  the  extremely  difficult  con- 
ditions of  the  War  and  the  equally  difficult  and  constantly  chang- 
ing readjustments  after  the  Armistice.  The  countless  complications 
which  the  novelty,  suddenness  and  brevity  of  the  situation  presented 
as  to  matters  of  law,  finance,  accounting,  purchases  and  public,  con- 
gressional and  corporate  relations,  were  considered  with  care  and  in- 
telligently dealt  with.  The  special  policies  as  to  labor  which  were 
adopted  by  the  Central  Administration  were  dictated  by  the  condi- 
tions created  by  the  War  and,  in  their  controlling  aspects,  were 
mostly  established  prior  to  the  Armistice.  The  railroads  in  general 
were  maintained  so  as  to  admit  of  effective  handling  of  traffic,  and 
settlement  was  duly  made  for  such  undermaintenance  as  existed.  The 
railroads  were  able,  shortly  after  return  to  private  control,  to  handle 
successfully  the  largest  traffic  on  record  up  to  that  time. 

The  country  has  passed  through,  and  is  now  beyond,  the  psycho- 
logical phase  where  extreme  and  exceptional  instances  as  to  particu- 
lar items  of  service,  labor  and  maintenance  were  treated  as  correctly 
defining  the  real  levels  of  Railroad  Administration  accomplishment. 
Instead,  a  condition  of  fair  perspective  has  been  reached  where  the 
work  of  Federal  Control  can  be  viewed  in  its  due  proportions  with 
reference  to  the  general  average  of  its  results  and  in  comparison 
with  the  general  average  results  of  private  railroad  control  prior  to 


CONCLUSION 


239 


the  War  and  of  private  control  of  industry  generally  during  the 
War. 

The  increased  cost  of  railroad  operation  during  the  period  of 
Federal  Control  was  due  to  the  War  and  could  not  have  been  avoided 
by  any  other  means  of  control.  If  private  control  had  been  retained, 
the  increased  cost  of  railroad  operation  would  still  have  had  to  be 
met.  The  War  would  have  had  to  be  paid  for,  even  in  the  case  of 
private  control  of  railroads.  In  that  event,  if  the  entire  burden  could 
not  have  been  placed  on  the  public  through  increases  in  rates,  it 
would  have  been  met  through  a  combination  of  impaired  service  to 
the  public  and  of  losses  to  the  railroad  security  holders,  and  this 
would  probably  have  forced  some  form  of  government  subsidy  so  as 
to  place  part  of  the  burden  on  the  public  treasury.  All  this  would 
have  been  worked  out  with  greatly  increased  confusion  and  uncer- 
tainty to  the  public  and  to  railroad  security  holders. 

The  effect  of  Federal  Control  was  to  provide,  as  to  the  country's 
war  needs,  and  as  to  the  interests  of  railroad  security  holders,  a  pro- 
tection which  had  become  impracticable  on  the  part  of  private  con- 
trol in  view  of  the  emergencies  and  limitations  with  which  it  was 
confronted.  Any  fairly  balanced  study  of  the  situation  as  a  whole 
must  lead  to  the  conclusion  that  in  periods  of  extraordinary  diffi- 
culty the  Government's  temporary  operation  of  the  railroads  accom- 
plished with  credit  the  objects  which  made  resort  to  it  imperative. 
The  war  needs  for  transportation  were  met  and  railroad  security 
holders  were  protected  from  a  large  part,  though  by  no  means  all, 
of  the  injurious  consequences  of  the  War. 
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THIRTY-TWO  PRINCIPAL  RAILROAD  SYSTEMS  OF  THE 

UNITED  STATES 

Miles  of  Road  Operated  at  December  31, 1917,  and  Railway 
Operating  Revenues  for  Calendar  Year  1917. 

Railway 

Miles  of  Operating 
Road  Operated,       Revenues  Calen- 
System  December  SI,  1917       dar  year  1917 

Eastern  District. 


1. 

Pennsylvania 

11,877 

$  490,812,519 

2. 

New  York  Central 

13,047 

397,775,048 

3. 

Baltimore  &  Ohio 

5,221 

142,053,197 

4. 

Philadelphia  &  Reading 

2,449 

114,755,875 

5. 

New  York,  New  Haven  &  Hartford 

2,872 

100,438,518 

6. 

Erie 

2,544 

84,853,778 

7. 

Norfolk  &  Western 

2,222 

66,518,800 

8. 

Chesapeake  &  Ohio 

2,830 

65,340,228 

9. 

Boston  &  Maine 

2,511 

61,427,002 

10. 

Delaware,  Lackawanna  &  Western 

996 

57,437,388 

11. 

Lehigh  Valley 

1,449 

53,366,859 

12. 

Wabash 

2,519 

40,471,999 

13. 

Delaware  &  Hudson 

928 

30,142,285 

Total  Eastern  District 


51,465 


$1,705,393,496 


Southern  District. 

14.  Atlantic  Coast  Line1 

15.  Louisville  &  Nashville 

16.  Southern 

17.  Illinois  Central 

18.  Seaboard  Air  Line 

Total  Southern  District 


6,163 
7,165 
10,488 
7,353 
3,714 

34,883 


$114,457,130 
52,652,023 
137,000,787 
122,092,612 
30,827,513 

$457,030,065 


Western  District. 

19.  Great  Northern2  8,429  $  88,822,124 

20.  Northern  Pacific2  7,818  96,846,496 

21.  Chicago,  Burlington  &  Quincy2  12,059  144,050,326 

1  Atlantic  Coast  Line  owned  51  per  cent  of  the  capital  stock  of  the  Louisville  & 
Nashville. 

2  Great  Northern  and  Northern  Pacific  each  owned  over  48  per  cent  of  the  capital 
stock  of  the  Burlington,  or,  together  owned  over  97  per  cent  thereof. 
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Railway 


lifilpQ  (if 

A  ft.  '               1/  J 

O  nfi.vnf  in  n 

Road  Operated, 

Revenues  Calen- 

System 

December  81,1917 

dar  Year  1917 

22. 

Southern  Pacific 

11,337 

194,086,346 

23. 

Atchison,  Topeka  &  Santa  Fe 

11,992 

170,763,847 

24. 

Union  Pacific 

9,576 

145,389,520 

25. 

Chicago  &  North  Western 

10,159 

130,867,981 

26. 

Chicago,  Milwaukee  &  St.  Paul 

10,708 

115,134,016 

27. 

Chicago,  Rock  Island  &  Pacific 

8,299 

89,608,723 

28. 

Missouri  Pacific3 

7,348 

78,472,861 

29. 

St.  Louis-San  Francisco 

5,321 

60,010,014 

30. 

Canadian  Pacific  (in  U.S.)4 

5,351 

43,708,460 

81. 

Missouri,  Kansas  &  Texas 

3,869 

43,344,151 

32. 

Denver  &  Rio  Grande3 

2,790 

29,056,258 

Total  Western  District 

115,056 

$1,430,161,123 

Summary. 

Eastern  District 
Southern  District 
Western  District 

Total  32  Systems 

Total  United  States 
Per  cent  32  Systems  to  U.S. 

3  Missouri  Pacific  owned  31  per  cent  of  Common  and  Preferred  Stock  of  Denver  & 
Rio  Grande. 

*  Includes  256  miles  in  New  England. 

c  Includes  2,035  miles  in  Canada  and  52  miles  in  Mexico  controlled  by  companies  in 
United  States. 

Note:  The  foregoing  table  is  based  on  the  grouping  of  railroads  contained  in  the 
Statistics  of  Railways  in  the  United  States  for  1917,  prepared  by  the  Interstate  Com- 
merce Commission. 


51,465 
34,883 
115,056 

201,404 

261,7925 
76.9% 


$1,705,393,496 
457,030,065 
1,430,161,123 

$3,592,584,684 

$4,115,413,057 
87.2% 
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The  resolutions  in  full  which  were  subscribed  to  by  the  respective 
railroad  companies  whereby  they  submitted  themselves  to  the  direction 
of  the  Railroads'  War  Board  were  as  follows : 


Resolved,  That  Commissioner  Wil- 
lard  be  requested  to  call  upon  the 
railroads  to  so  organize  their  business 
as  to  lead  to  the  greatest  expedition 
in  the  movement  of  freight. 

Now,  therefore,  be  it 

Resolved,  That  the  railroads  of  the 
United  States,  acting  through  their 
chief  executive  officers  here  and  now 
assembled,  and  stirred  by  a  high  sense 
of  their  opportunity  to  be  of  the 
greatest  service  to  their  country  in 
the  present  national  crisis,  do  hereby 
pledge  themselves,  with  the  Govern- 
ment of  the  United  States,  with  the 
governments  of  the  several  States  and 
one  with  another,  that  during  the 
present  War  they  will  coordinate  their 
operations  in  a  continental  railway 
system,  merging  during  such  period 
all  their  merely  individual  and  com- 
petitive activities  in  the  effort  to  pro- 
duce a  maximum  of  national  trans- 
portation efficiency.  To  this  end  they 
hereby  agree  to  create  an  organiza- 
tion which  shall  have  general  au- 
thority to  formulate  in  detail  and 
from  time  to  time  a  policy  of  opera- 
tion of  all  or  any  of  the  railways, 
which  policy,  when  and  as  announced 
by  such  temporary  organization, 
shall  be  accepted  and  earnestly  made 
effective  by  the  several  managements 
of  the  individual  railroad  companies 
here  represented. 

Resolved,  That  the  following  form 
of  organization  for  all  of  the  rail- 
ways of  the  United  Slates  to  cooper- 


ate with  the  Government  in  the  con- 
duct of  the  War  be  adopted: 

1.  That  the  whole  problem  of  co- 
operation with  the  Government  be 
committed  to  the  present  special  com- 
mittee on  national  defense  of  the 
American  Railway  Association.  This 
involves  making  the  commission  on 
car  service  a  subcommittee  of  the  spe- 
cial committee,  as  has  already  been 
done  with  the  committees  on  military 
passenger  tariffs,  military  freight 
tariffs,  military  equipment  standards, 
and  military  transportation  account- 
ing. 

2.  That  the  special  committee  be 
enlarged  by  additions  to  a  total  of 
approximately  25  members. 

3.  That  an  executive  committee,  se- 
lected from  the  25  members  of  the 
special  committee  on  national  de- 
fense, consisting  of  the  chairman  of 
the  special  committee,  who  shall  also 
be  chairmen  of  the  executive  commit- 
tee and  four  other  members  to  be  se- 
lected by  him,  be  created,  such  execu- 
tive committee  to  sit  in  Washington 
in  frequent  or  if  necessary  continuous 
session. 

4.  That  Mr.  Daniel  Willard,  as 
chairman  of  the  Advisory  Commis- 
sion of  the  Council  of  National  De- 
fense, be  ex  officio  a  member  of  the 
executive  committee. 

That  the  Interstate  Commerce 
Commission  be  invited  to  designate 
one  of  its  members  to  be  ex  officio  a 
member  of  the  executive  committee. 

5.  That  the  railways  agree  to  the 
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direction  of  the  executive  committee 
of  five  in  all  matters  to  which  its  au- 
thority extends,  as  expressed  in  the 
resolution  heretofore  adopted,  and 
to  which  we  hereby  subscribe;  and 
that  the  general  secretary  of  the 
American  Railway  Association  be  in- 


structed to  secure  the  execution  by 
signature  of  all  American  railways. 

The  executive  committee  of  five 
provided  for  in  paragraph  3  of  the 
foregoing  resolutions  came  to  be  gen- 
erally known  as  the  Railroads'  War 
Board. 


Chairman  Fairfax  Harrison  of  the  Railroads'  War  Board  gave  out 
the  following  statement  in  regard  thereto  on  April  11,  1917  : 


The  plan  of  operation  worked  out 
here  is  in  distinct  contrast  to  that 
adopted  in  England  at  the  outset  of 
the  War.  There  the  Government  im- 
mediately assumed  the  responsibility 
for  the  operation  of  the  railroads  and 
exercised  its  authority  to  that  extent 
through  a  committee  composed  of  the 
heads  of  the  principal  lines.  The 
Government  guaranteed  that  the  net 
earnings  of  the  companies  would  con- 
tinue to  be  what  they  had  been  before 
the  War  started. 

In  this  country  the  plan  is  that  the 
Government  shall  advise  the  railroads 
what  service  it  requires  and  the  re- 
sponsibility will  be  on  the  railroad 
managers  to  provide  that  service. 
When  working  to  that  end  the  rail- 
roads of  the  country  will  be  operated 
practically  as  one  system. 

It  is  planned  to  place  the  responsi- 
bility upon  experienced  railroad  offi- 
cers for  producing  results  and  the 


Government's  only  function  is  to  de- 
termine what  the  requirements  are. 
It  is  the  belief  of  the  railroad  com- 
panies that  this  will  not  only  work  for 
efficiency  of  service  but  for  economy 
of  cost  as  well.  The  above  plan  of  co- 
operation between  the  Government 
and  the  railways  is  most  desirable  as 
the  latter  are  keenly  appreciative  of 
this  opportunity  to  demonstrate  to  the 
country  at  large  the  value  in  time  of 
war  of  railroads  with  elastic  manage- 
ment. 

It  is  believed  that  the  transporta- 
tion companies  will  be  able  to  afford 
to  the  Government  expeditiously  all 
the  service  it  may  require  without 
substantial  interference  with  the  com- 
mercial interests  of  the  country.  The 
Government's  business  will  receive 
preferential  movement,  but  it  is  not 
expected  that  ordinary  traffic  will  ex- 
perience abnormal  delays. 


ORGANIZATION  OF  RAILROADS'  WAR  BOARD 

Executive  Committee. 

Fairfax  Harrison,  Chairman, 
President,  Southern  Railway  System. 

Howard  Elliott,  Chairman,  Committee  on  Intercorporate  Relations,  New 

York,  New  Haven  &  Hartford  Railroad. 
Hale  Holden,  President,  Chicago,  Burlington  &  Quincy  Railroad. 
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E.  E.  Clark,  Interstate  Commerce  Commission,  ex  officio. 

Julius  Kruttschnitt,  Chairman  Executive  Committee,  Southern  Pacific  Com- 
pany. 

Samuel  Rea,  President,  Pennsylvania  Railroad. 

Daniel  Willard,  Chairman,  Advisory  Commission,  Council  of  National  De- 
fense, ex  officio. 

General  Committee. 

Fairfax  Harrison,  General  Chairman. 
George  Hodges,  Assistant  to  General  Chairman. 
J.  E.  Fairbanks,  Secretary. 

This  General  Committee  had  six  departments  designated  as  North- 
eastern Department,  Eastern  Department,  Southeastern  Department, 
Central  Department,  Southern  Department,  and  Western  Department. 

The  organization  of  Railroads'  War  Board  had  the  following  Sub- 
committees : 

Commission  on  Car  Service,  C.  M.  Sheaffer,  General  Superintendent 
Transportation,  Pennsylvania  Railroad,  Washington,  D.  C,  Chairman. 

Military  Equipment  Standards,  J.  T.  Wallis,  General  Superintendent  Mo- 
tive Power,  Pennsylvania  Railroad,  Altoona,  Pa.,  Chairman. 

Military  Transportation  Accounting,  A.  H.  Plant,  Comptroller,  Southern 
Railway  System,  Washington,  D.  C,  Chairman. 

Military  Passenger  Tariffs,  E.  L.  Bevington,  Chairman,  Transcontinental 
Passenger  Association,  Chicago,  111.,  Chairman. 

Military  Freight  Tariffs,  L.  Green,  Vice-President,  Southern  Railway  Sys- 
tem, Washington,  D.  C,  Chairman. 

Materials  and  Supplies,  H.  B.  Spencer,  Vice-President,  Southern  Railway 
System,  Washington,  D.  C,  Chairman. 

Express  Transportation,  D.  S.  Elliott,  Vice-President,  American  Express 
Co.,  Washington,  D.  C,  Chairman. 


APPENDIX  TO  CHAPTER  III 
I 

THE  PRESIDENT'S  PROCLAMATION  OF  DECEMBER  26, 
1917,  AND  HIS  STATEMENT  OF  THE  SAME  DATE 

Proclamation. 


Whereas  the  Congress  of  the 
United  States,  in  the  exercise  of  the 
constitutional  authority  vested  in 
them,  by  joint  resolution  of  the  Sen- 
ate and  House  of  Representatives 
bearing  date  April  6,  1917,  resolved: 

That  the  state  of  war  between  the 
United  States  and  the  Imperial  Ger- 
man Government  which  has  thus  been 
thrust  upon  the  United  States  is 
hereby  formally  declared;  and  that 
the  President  be,  and  he  is  hereby 
authorized  and  directed  to  employ 
the  entire  naval  and  military  forces 
of  the  United  States  and  the  resources 
of  the  Government  to  carry  on  war 
against  the  Imperial  German  Gov- 
ernment; and  to  bring  the  conflict  to 
a  successful  termination  all  of  the  re- 
sources of  the  country  are  hereby 
pledged  by  the  Congress  of  the 
United  States. 

And  by  joint  resolution  bearing 
date  of  December  7,  1917,  resolved: 

That  a  state  of  war  is  hereby  de- 
clared to  exist  between  the  United 
States  of  America  and  the  Imperial 
and  Royal  Austro-Hungarian  Gov- 
ernment; and  that  the  President  be, 
and  he  is  hereby  authorized  and  di- 
rected to  employ  the  entire  naval  and 
military  forces  of  the  United  States 
and  the  resources  of  the  Government 
to  carry  on  war  against  the  Imperial 
and  Royal  Austro-Hungarian  Gov- 
ernment; and  to  bring  the  conflict  to 
a  successful  termination  all  the  re- 


sources of  the  country  are  hereby 
pledged  by  the  Congress  of  the 
United  States. 

And  whereas  it  is  provided  by  Sec- 
tion 1  of  the  act  approved  August  29, 

1916,  entitled  "An  act  making  appro- 
priations for  the  support  of  the  Army 
for  the  fiscal  year  ending  June  30, 

1917,  and  for  other  purposes,"  as  fol- 
lows : 

The  President  in  time  of  war  is  em- 
powered, through  the  Secretary  of 
War,  to  take  possession  and  assume 
control  of  any  system  or  systems  of 
transportation,  or  any  part  thereof, 
and  to  utilize  the  same,  to  the  exclu- 
sion, as  far  as  may  be  necessary,  of 
all  other  traffic  thereon,  for  the  trans- 
fer or  transportation  of  troops,  war 
material,  and  equipment,  or  for  such 
other  purposes  connected  with  the 
emergency  as  may  be  needful  or  de- 
sirable. 

And  whereas  it  has  now  become 
necessary  in  the  national  defense  to 
take  possession  and  assume  control  of 
certain  systems  of  transportation  and 
to  utilize  the  same,  to  the  exclusion, 
as  far  as  may  be  necessary,  of  other 
than  war  traffic  thereon,  for  the 
transportation  of  troops,  war  mate- 
rial, and  equipment  therefor,  and  for 
other  needful  and  desirable  purposes 
connected  with  the  prosecution  of  the 
war; 

Now,  therefore,  I,  Woodrow  Wil- 
son, President  of  the  United  States, 


246        WAR  HISTORY  OF  AMERICAN  RAILROADS 


under  and  by  virtue  of  the  powers 
vested  in  ine  by  the  foregoing  reso- 
lutions and  statute,  and  by  virtue  of 
all  other  powers  thereto  me  enabling, 
do  hereby,  through  Newton  D.  Baker, 
Secretary  of  War,  take  possession 
and  assume  control  at  12  o'clock  noon 
on  the  28th  day  of  December,  1917, 
of  each  and  every  system  of  trans- 
portation and  appurtenances  thereof 
located  wholly  or  in  part  within  the 
boundaries  of  the  continental  United 
States  and  consisting  of  railroads  and 
owned  or  controlled  systems  of  coast- 
wise and  inland  transportation  en- 
gaged in  general  transportation, 
whether  operated  by  steam  or  by 
electric  power,  including  also  termi- 
nals, terminal  companies,  and  ter- 
minal associations,  sleeping  and  par- 
lor cars,  private  cars  and  private  car 
lines,  elevators,  warehouses,  tele- 
graph and  telephone  lines,  and  all 
other  equipment  and  appurtenances 
commonly  used  upon  or  operated  as 
a  part  of  such  rail  or  combined  rail- 
and-water  systems  of  transportation; 
to  the  end  that  such  systems  of  trans- 
portation be  utilized  for  the  transfer 
and  transportation  of  troops,  war 
material,  and  equipment,  to  the  exclu- 
sion so  far  as  may  be  necessary  of  all 
other  traffic  thereon ;  and  that  so  far 
as  such  exclusive  use  be  not  necessary 
or  desirable  such  s}rstems  of  trans- 
portation be  operated  and  utilized  in 
the  performance  of  such  other  serv- 
ices as  the  national  interest  may  re- 
quire and  of  the  usual  and  ordinary 
business  and  duties  of  common  car- 
riers. 

It  is  hereby  directed  that  the  pos- 
session, control,  operation,  and  uti- 
lization of  such  transportation  sys- 
tems, hereby  by  me  undertaken,  shall 
be  exercised  by  and  through  William 


G.  McAdoo,  who  is  hereby  appointed 
and  designated  Director  General  of 
Railroads.  Said  director  may  perform 
the  duties  imposed  upon  him,  so  long 
and  to  such  extent  as  he  shall  deter- 
mine, through  the  boards  of  directors, 
receivers,  officers,  and  employees  of 
said  systems  of  transportation.  Until 
and  except  so  far  as  said  director 
shall  from  time  to  time  by  general 
or  special  orders  otherwise  provide, 
the  boards  of  directors,  receivers, 
officers,  and  employees  of  the  various 
transportation  systems  shall  continue 
the  operation  thereof  in  the  usual 
and  ordinary  course  of  the  business 
of  common  carriers,  in  the  names  of 
their  respective  companies. 

Until  and  except  so  far  as  said 
director  shall  from  time  to  time  other- 
wise by  general  or  special  orders 
determine,  such  systems  of  transpor- 
tation shall  remain  subject  to  all  ex- 
isting statutes  and  orders  of  the  In- 
terstate Commerce  Commission  and 
to  all  statutes  and  orders  of  regulat- 
ing commissions  of  the  various  States 
in  which  said  systems  or  any  part 
thereof  may  be  situated.  But  any 
orders,  general  or  special,  hereafter 
made  by  said  director  shall  have 
paramount  authority  and  be  obeyed 
as  such. 

Nothing  herein  shall  be  construed 
as  now  affecting  the  possession, 
operation,  and  control  of  street  elec- 
tric passenger  railways,  including 
railways  commonly  called  interur- 
bans,  whether  such  railways  be  or  be 
not  owned  or  controlled  by  such  rail- 
road companies  or  systems.  By  subse- 
quent order  and  proclamation,  if  and 
when  it  shall  be  found  necessary 
or  desirable,  possession,  control,  or 
operation  may  be  taken  of  all  or  any 
part  of  such  street  railway  systems, 
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including  subways  and  tunnels;  and 
by  subsequent  order  and  proclama- 
tion possession,  control,  and  operation 
in  whole  or  in  part  may  also  be  re- 
linquished to  the  owners  thereof  of 
any  part  of  the  railroad  systems  or 
rail-and-water  systems,  possession 
and  control  of  which  are  hereby  as- 
sumed. 

The  director  shall,  as  soon  as  may 
be  after  having  assumed  such  pos- 
session and  control,  enter  upon  nego- 
tiations with  the  several  companies 
looking  to  agreements  for  just  and 
reasonable  compensation  for  the  pos- 
session, use,  and  control  of  their  re- 
spective properties  on  the  basis  of 
an  annual  guaranteed  compensation 
above  accruing  depreciation  and  the 
maintenance  of  their  properties 
equivalent,  as  nearly  as  may  be,  to  the 
average  of  the  net  operating  income 
thereof  for  the  three-year  period  end- 
ing June  30,  1917,  the  results  of  such 
negotiations  to  be  reported  to  me  for 
such  action  as  may  be  appropriate 
and  lawful. 

But  nothing  herein  contained,  ex- 
pressed or  implied,  or  hereafter  done 
or  suffered  hereunder,  shall  be  deemed 
in  any  way  to  impair  the  rights  of 
the  stockholders,  bondholders,  cred- 
itors, and  other  persons  having  inter- 
ests in  said  systems  of  transportation 
or  in  the  profits  thereof  to  receive 
just  and  adequate  compensation  for 
the  use  and  control  and  operation  of 
their  property  hereby  assumed. 

Regular  dividends  hitherto  de- 
clared and  maturing  interest  upon 
bonds,  debentures,  and  other  obliga- 
tions may  be  paid  in  due  course;  and 
such  regular  dividends  and  interest 
may  continue  to  be  paid  until  and 
unless  the  said  director  shall  from 
time  to  time  otherwise  by  general  or 
special  orders  determine;  and,  sub- 


ject to  the  approval  of  the  director, 
the  various  carriers  may  agree  upon 
and  arrange  for  the  renewal  and  ex- 
tension of  maturing  obligations. 

Except  with  the  prior  written  as- 
sent of  said  director,  no  attachment 
by  mesne  process  or  execution  shall 
be  levied  on  or  against  any  of  the 
property  used  by  any  of  said  trans- 
portation systems  in  the  conduct  of 
their  business  as  common  carriers ; 
but  suits  may  be  brought  by  and 
against  said  carriers  and  judgments 
rendered  as  hitherto  until  and  except 
so  far  as  said  director  may,  by  gen- 
eral or  special  orders,  otherwise  de- 
termine. 

From  and  after  12  o'clock  on  said 
28th  day  of  December,  1917,  all 
transportation  systems  included  in 
this  order  and  proclamation  shall 
conclusively  be  deemed  within  the 
possession  and  control  of  said  direc- 
tor without  further  act  or  notice.  But 
for  the  purpose  of  accounting  said 
possession  and  control  shall  date  from 
12  o'clock  midnight  on  December  31, 
1917. 

In  witness  whereof  I  have  hereunto 
set  my  hand  and  caused  the  seal  of  the 
United  States  to  be  affixed. 

Done  by  the  President,  through 
Newton  D.  Baker,  Secretary  of  War, 
in  the  District  of  Columbia,  this  26th 
day  of  December,  in  the  year  of  our 
Lord  one  thousand  nine  hundred  and 
seventeen,  and  of  the  independence 
of  the  United  States  the  one  hundred 
and  forty-second. 

WOODROW  WILSON. 

By  the  President : 
Robert  Lansing, 

Secretary  of  State. 
Newton  D.  Baker, 

Secretary  of  War. 
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Statement. 


I  have  exercised  the  powers  over 
the  transportation  systems  of  the 
country  which  were  granted  me  by 
the  act  of  Congress  of  last  August 
because  it  has  become  imperatively 
necessary  for  me  to  do  so.  This  is  a 
war  of  resources  no  less  than  of  men, 
perhaps  even  more  than  of  men,  and 
it  is  necessary  for  the  complete  mo- 
bilization of  our  resources  that  the 
transportation  systems  of  the  coun- 
try should  be  organized  and  employed 
under  a  single  authority  and  a  simpli- 
fied method  of  coordination  which 
have  not  proved  possible  under  pri- 
vate management  and  control.  The 
committee  of  railway  executives  who 
have  been  cooperating  with  the  Gov- 
ernment in  this  all-important  matter 
have  done  the  utmost  that  it  was  pos- 
sible for  them  to  do ;  have  done  it  with 
patriotic  zeal  and  with  great  ability; 
but  there  were  difficulties  that  they 
could  neither  escape  nor  neutralize. 
Complete  unity  of  administration  in 
the  present  circumstances  involves 
upon  occasion  and  at  many  points  a 
serious  dislocation  of  earnings,  and 
the  committee  was,  of  course,  with- 
out power  or  authority  to  rearrange 
charges  or  effect  proper  compensa- 
tions and  adjustments  of  earnings. 
Several  roads  which  were  willingly 
and  with  admirable  public  spirit  ac- 
cepting the  orders  of  the  committee 
have  already  suffered  from  these  cir- 
cumstances and  should  not  be  re- 
quired to  suffer  further.  In  mere  fair- 
ness to  them  the  full  authority  of  the 
Government  must  be  substituted.  The 
Government  itself  will  thereby  gain 
an  immense  increase  of  efficiency  in 
the  conduct  of  the  war  and  of  the  in- 
numerable activities  upon  which  its 
successful  conduct  depends. 


The  public  interest  must  be  first 
served  and,  in  addition,  the  financial 
interests  of  the  Government  and  the 
financial  interests  of  the  railways 
must  be  brought  under  a  common 
direction.  The  financial  operations  of 
the  railways  need  not  then  interfere 
with  the  borrowings  of  the  Govern- 
ment, and  they  themselves  can  be  con- 
ducted at  a  greater  advantage.  In- 
vestors in  railway  securities  may  rest 
assured  that  their  rights  and  interests 
will  be  as  scrupulously  looked  after 
by  the  Government  as  they  could  be 
by  the  directors  of  the  several  rail- 
way systems.  Immediately  upon  the 
reassembling  of  Congress  I  shall 
recommend  that  these  definite  guar- 
antees be  given:  First,  of  course,  that 
the  railway  properties  will  be  main- 
tained during  the  period  of  Federal 
Control  in  as  good  repair  and  as  com- 
plete equipment  as  when  taken  over 
by  the  Government ;  and,  second,  that 
the  roads  shall  receive  a  net  operat- 
ing income  equal  in  each  case  to  the 
average  net  income  of  the  three  years 
preceding  June  30,  1917;  and  I  am 
entirely  confident  that  the  Congress 
will  be  disposed  in  this  case,  as  in 
others,  to  see  that  justice  is  done  and 
full  security  assured  to  the  owners 
and  creditors  of  the  great  systems 
which  the  Government  must  now  use 
under  its  own  direction  or  else  suffer 
serious  embarrassment. 

The  Secretary  of  War  and  I  are 
agreed  that,  all  the  circumstances  be- 
ing taken  into  consideration,  the  best 
results  can  be  obtained  under  the  im- 
mediate executive  direction  of  the 
Hon.  William  G.  McAdoo,  whose 
practical  experience  peculiarly  fits 
him  for  the  service  and  whose  au- 
thority as  Secretary  of  the  Treasury 
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will  enable  him  to  coordinate  as  no 
other  man  could  the  many  financial 
interests  which  will  be  involved  and 
which  might,  unless  systematically 
directed,  suft'er  very  embarrassing  en- 
tanglements. 

The  Government  of  the  United 
States  is  the  only  great  Government 
now  engaged  in  the  war  which  has 
not  already  assumed  control  of  this 
sort.  It  was  thought  to  be  in  the  spirit 
of  American  institutions  to  attempt 
to  do  everything  that  was  necessary 
through  private  management,  and  if 


zeal  and  ability  and  patriotic  motive 
could  have  accomplished  the  neces- 
sary unification  of  administration  it 
would  certainly  have  been  accom- 
plished; but  no  zeal  or  ability  could 
overcome  insuperable  obstacles,  and 
I  have  deemed  it  my  duty  to  recog- 
nize that  fact  in  all  candor,  now  that 
it  is  demonstrated,  and  to  use  without 
reserve  the  great  authority  reposed 
in  me.  A  great  national  necessity  dic- 
tated the  action,  and  I  was  therefore 
not  at  liberty  to  abstain  from  it. 

WOODROW  WILSON. 


II 


THE  RAILROAD  ADMINISTRATION'S  CENTRAL 
ORGANIZATION  AS  FORMED  IN  1918 


The  Central  Organization,  when  it 
had  finally  taken  shape  in  the  early 
months  of  1918,  was  as  follows: 

Director  General:  W.  G.  McAdoo. 

Assistant  Director  General  (formerly 
Chairman  of  Atchison,  Topeka  & 
Santa  Fe  Railway  Co.):  Walker  D. 
Hines. 

Assistant  to  the  Director  General:  Os- 
car A.  Price. 

General  Counsel:  John  Barton  Payne. 

Division  of  Finance  and  Purchasing: 
John  Skelton  Williams,  Director. 

Division  of  Operation  (called  at  first 
the  Division  of  Transportation) : 
Carl  R.  Gray,  Director  (formerly 
President  of  Western  Maryland  Rail- 
way Co.). 

Division  of  Traffic:  Edward  Chambers, 
Director  (formerly  Vice-President  of 
Atchison,  Topeka  &  Santa  Fe  Rail- 
way Co.). 

Division  of  Labor:  W.  S.  Carter,  Direc- 
tor (formerly  President,  Brother- 
hood of  Locomotive  Firemen  and 
Enginemen). 

Division  of  Public  Service  and  Ac- 
counting: Charles  A.  Prouty,  Direc- 
tor (Director  of  Valuation  Bureau 


of  Interstate  Commerce  Commis- 
sion). 

Division  of  Capital  Expenditures:  Rob- 
ert S.  Lovett,  Director  (formerly 
Chairman,  Union  Pacific  Railroad 
System). 

Division  of  Inland  Waterways:  G.  A. 
Tomlinson,  Director  (formerly  Presi- 
dent, Duluth,  Superior,  Globe  &  In- 
ter-Ocean Steamship  Co.). 

Actuary  to  the  Railroad  Administra- 
tion: Theodore  H.  Price  (Editor  and 
Publisher  of  Commerce  and  Fi- 
nance). 

Numerous  changes  took  place  in 
the  Central  Organization  of  the  Rail- 
road Administration  in  1919. 

Walker  D.  Hines  succeeded  W.  G. 
McAdoo  as  Director  General.  H.  A. 
Taylor  became  General  Assistant  to 
the  Director  General.  Prior  to  Fed- 
eral Control  Mr.  Taylor  had  been 
General  Attorney  of  the  Erie  Rail- 
road Company,  and  after  Federal 
Control  became  General  Solicitor  of 
the  same  company.  George  H.  Parker 
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became  Financial  Assistant  to  the  Di- 
rector General.  Prior  to  Federal  Con- 
trol Mr.  Parker  had  been  Assistant 
Comptroller  of  the  Philadelphia  & 
Reading  Railway  Company.  Brice 
Clagett  became  Assistant  to  the  Di- 
rector General. 

General  Counsel.  E.  Marvin  Un- 
derwood, who  had  been  General  Soli- 
citor of  the  Seaboard  Air  Line  Rail- 
way Company,  and  afterwards  As- 
sistant General  Counsel  in  the  Divi- 
sion of  Law,  succeeded  John  Barton 
Payne. 

Division  of  Finance  and  Purchas- 
ing. John  Skelton  Williams  resigned 
as  Director  and  two  separate  divi- 
sions were  created.  Swagar  Sherley, 
formerly  Chairman  of  the  Appropria- 
tions Committee  of  the  House  of  Rep- 
resentatives, became  Director  of  the 
Division  of  Finance,  and  Henry  B. 
Spencer,  formerly  Vice-President  of 
the  Southern  Railway  Company,  be- 
came Director  of  the  Division  of 
Purchases. 

Division  of  Operation.  W.  T.  Tyler 
succeeded  Carl  R.  Gray  as  Director. 
Mr.  Tyler  had  been  up  to  that  time 
the  Senior  Assistant  Director  in  the 
Division  of  Operation,  and  prior  to 
Federal  Control  had  been  Assistant 
to  Vice-President  of  Northern  Pacific 
Railway  Company. 

Division  of  Public  Service  and 
Accounting.  Two  separate  divisions 
were  created,  Charles  A.  Prouty  be- 
coming Director  of  the  Division  of 
Accounts,  and  Max  Thelen,  formerly 
Chairman  of  the  California  Railroad 
Commission,  becoming  Director  of 
the  Division  of  Public  Service. 

Division  of  Capital  Expenditures. 
T.  C.  Powell,  formerly  Vice-Presi- 
dent of  the  Southern  Railway  Com- 
pany, succeeded  Robert  S.  Lovett. 


A  brief  description  of  the  juris- 
diction of  the  various  divisions  is 
given  below. 

Director  General.  The  immediate 
staff  of  the  Director  General's  office 
was  small,  consisting  of  the  Assistant 
Director  General  and  of  assistants 
to  the  Director  General  and  to  the 
Assistant  Director  General.  Through- 
out Federal  Control,  but  particularly 
in  the  formative  period  in  the  early 
part  of  1918,  Henry  Walters,  Chair- 
man of  the  Atlantic  Coast  Line,  acted 
in  the  capacity  of  a  general  ad- 
visor to  the  Director  General.  Theo- 
dore Price,  Editor  of  Commerce  and 
Finance,  was  the  Actuary  for  the 
Railroad  Administration  and  was  also 
in  charge  of  the  Bureau  of  Sugges- 
tions and  Complaints,  reporting  in 
both  capacities  directly  to  the  Direc- 
tor General. 

Division  of  Law.  The  functions  of 
this  Division  are  sufficiently  indicated 
by  its  title.  The  head  of  the  Division 
was  the  General  Counsel  of  the  Rail- 
road Administration.  Several  assist- 
ants were  provided  to  handle  the  nu- 
merous legal  activities  which  were  en- 
trusted to  the  Division.  One  of  the 
most  exacting  tasks  of  this  Division 
was  the  drafting  of  the  standard 
clauses  for  the  contracts  with  the 
railroad  companies,  and  the  investi- 
gation of  claims  for  compensation  to 
be  paid  to  particular  railroad  com- 
panies by  way  of  rental  for  their  rail- 
roads over  and  above  the  "standard 
return"  (the  average  annual  net  rail- 
way operating  income  for  the  three 
years  ending  June  30,  1917).  A  com- 
mittee was  formed  within  the  Divi- 
sion of  Law  for  passing  on  these  ques- 
tions. The  committee  was  made  up  of 
two  representatives  of  the  Division 
of  Law,  a  representative  of  the  Divi- 
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sion  of  Operation,  and  a  representa- 
tive of  the  Division  of  Public  Service 
and  Accounting.  Another  matter  re- 
quiring a  great  deal  of  attention  on 
the  part  of  the  Division  of  Law  was 
the  relations  of  the  Railroad  Admin- 
istration with  the  "Short  Lines,"  more 
fully  described  in  Chapter  X.  A  sec- 
tion was  created  in  this  Division  for 
the  protection  of  railroad  property 
and  property  of  shippers  in  transit, 
known  as  the  "Claims  and  Property 
Protection  Section." 

Finance  and  Purchases.  Problems 
of  both  finance  and  purchases  were 
in  the  charge  of  the  single  Division 
of  Finance  and  Purchasing  in  1918, 
but  in  1919  separate  Divisions  of 
Finance  and  of  Purchases  were  cre- 
ated. The  financial  division,  in  addi- 
tion to  having  charge  of  financial 
matters  generally,  had  charge  of  fire 
and  marine  insurance.  The  Railroad 
Administration  elected  to  carry  its 
own  fire  insurance  instead  of  renew- 
ing existing  fire  insurance  policies, 
and  consequently  a  Fire  Loss  and 
Protection  Section  was  organized  in 
the  financial  division.  During  1918 
matters  connected  with  purchases 
were  handled  under  the  supervision 
of  the  Director  of  the  Division  of 
Finance  and  Purchasing  by  the  Cen- 
tral Advisory  Purchasing  Committee 
and  under  that  Committee  there  were 
formed  the  Fuel  Section,  the  Forest 
Products  Section,  the  Procurement 
Section  and  the  Stores  Section.  When 
the  separate  Division  of  Purchases 
was  created  in  1919,  the  new  Director 
of  the  Division  of  Purchases  took 
over  the  work  of  the  Central  Advisory 
Purchasing  Committee,  of  which  he 
had  theretofore  been  Chairman.  Prac- 
tically all  of  the  members  of  the 
staffs  of  the  purchasing  and  financial 


branches  of  the  organization  had 
been  railroad  officials  prior  to  Fed- 
eral Control. 

Division  of  Operation.  This  was  at 
first  called  the  Division  of  Transpor- 
tation. It  had  a  great  variety  of  ex- 
tremely important  functions.  There 
were  a  Mechanical  Department  for 
the  supervision  of  maintenance  of  lo- 
comotives and  cars,  a  Department  of 
Engineering  and  Maintenance  for 
supervision  of  maintenance  of  way 
and  structures,  a  Car  Service  Section 
for  the  relocation  and  distribution 
of  freight  cars,  a  Safety  Section,  a 
Troop  Movement  Section,  an  Operat- 
ing Statistics  Section,  a  Telegraph 
Section,  a  Fuel  Conservation  Section, 
an  Inspection  and  Test  Section  (to 
inspect  materials  entering  into  the 
construction  of  freight  cars  and  loco- 
motives ordered  by  the  Railroad  Ad- 
ministration), a  Committee  on  Health 
and  Medical  Relief,  and  (after  Janu- 
ary 1,  1919)  a  Secret  Service  and 
Police  Section.  In  addition  to  the 
foregoing  functions  relating  pri- 
marily to  railroad  transportation, 
there  was  a  Marine  Department  hav- 
ing supervision  of  all  transportation 
by  sea  under  Federal  Control  as  well 
as  of  transportation  under  Federal 
Control  on  the  Great  Lakes.  This  Di- 
vision had  charge  of  all  managerial 
aspects  of  labor  problems,  and  was 
thus  constantly  in  touch  with  the  Di- 
vision of  Labor  which  dealt  with 
these  problems  from  the  standpoint 
of  the  employees.  With  the  exception 
of  the  head  of  the  Mechanical  De- 
partment and  Safety  Section,  and,  a 
part  of  the  time,  the  head  of  the  Oper- 
ating Statistics  Section,  practically 
all  members  of  the  staff  of  the  Divi- 
sion of  Operation  were  railroad  offi- 
cials who  were  drawn  directly  from 
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active  railroad  service  at  the  begin- 
ning of  Federal  Control. 

Division  of  Traffic.  This  Division 
supervised  both  freight  traffic  and 
passenger  traffic.  It  was  particularly 
active  in  the  consolidation  of  ticket 
offices,  the  elimination  of  unnecessary 
passenger  trains,  the  simplification  of 
time  tables,  the  modification  of  de- 
murrage rules  and  the  elimination 
of  circuitous  freight  routes.  It  was 
charged  with  the  function  of  coordi- 
nation of  the  work  of  the  Railroad 
Administration  with  the  work  and 
needs  of  other  governmental  depart- 
ments, acting  through  "Managers  of 
Inland  Traffic"  appointed  by  it.  It 
organized  freight  traffic  committees 
throughout  the  country  and  in  con- 
junction with  the  Public  Service  Di- 
vision provided  for  representation  of 
the  shipping  public  on  such  commit- 
tees. It  was  charged  with  the  settle- 
ment of  many  intricate  questions  in 
the  relations  of  the  Railroad  Admin- 
istration with  the  "Short  Lines."  It 
had  an  Agricultural  Section  for  the 
closer  coordination  of  the  agricultu- 
ral development  work  of  the  railroads 
under  Federal  Control.  It  had  an  Ex- 
press and  Mail  Section  to  deal  with 
the  relations  with  the  American  Rail- 
way Express  Company  and  the  rela- 
tions witli  the  Government's  Postal 
Department.  Practically  without  ex- 
ception all  the  members  of  the  staff 
of  this  Division  were  experienced 
railroad  officials  drawn  from  railroad 
service  at  the  beginning  of  Federal 
Control. 


Division  of  Labor.  This  Division 
was  concerned  primarily  with  the  ad- 
justment of  labor  controversies.  It 
was  charged  with  the  function  of  re- 
ceiving and  assembling  evidence  bear- 
ing upon  questions  submitted  to  the 
Boards  of  Adjustment  (described  in 
Chapter  XIV  on  Labor).  The  staff 
of  this  Division  was  made  up  very 
largely  of  officials  drawn  from  the 
railroad  labor  unions.  In  addition  the 
Division  had  a  Women's  Service  Sec- 
tion to  "give  consideration  to  condi- 
tions of  employment  of  women  on 
railroads  under  Federal  Control." 

Public  Service  and  Accounting.  In 
1918  these  matters  were  in  charge 
of  a  single  Division,  that  of  Public 
Service  and  Accounting.  In  1919  two 
separate  divisions  were  created,  a 
Division  of  Public  Service  and  a  Di- 
vision of  Accounts.  In  the  latter  part 
of  1919  the  subject  of  accounts  was 
placed  under  the  direction  of  George 
H.  Parker,  comptroller,  the  Division 
of  Accounts  being  abolished. 

Division  of  Capital  Expenditures. 
This  Division  had  supervision  of  all 
capital  expenditures  made  during 
Federal  Control  upon  railroads  under 
Federal  Control,  determining  the 
character  and  extent  of  such  expen- 
ditures. The  staff  of  this  Division 
was  drawn  almost  entirely  from  ex- 
perienced railroad  officials. 

Division  of  Inland  Waterways. 
This  Division  had  charge  of  the  de- 
velopment and  provisional  operation 
of  lines  of  boats  on  the  New  York 
State  barge  canal,  the  lower  Mis- 
sissippi River  and  the  Warrior  River. 
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DESCRIPTION  OF  THE  REGIONS 


On  January  18,  1918,  the  railroads 
were  divided  into  three  regions  as  fol- 
lows : 

Eastern  Region,  consisting,  broadly,  of 
the  railroads  in  "Official  Classification 
Territory,"  that  is,  east  of  Chicago  and 
the  Mississippi  River,  north  of  the  Ohio 
River,  and  north  of  and  including  the 
Chesapeake  &  Ohio  and  Norfolk  &  West- 
ern Railroads.  Regional  Director,  A.  H. 
Smith,  President  of  New  York  Central, 
with  office  at  New  York. 

Western  Region,  consisting,  broadly, 
of  the  railroads  west  of  Chicago  and  the 
Mississippi  River.  Regional  Director, 
R.  H.  Aishton,  President  of  the  Chicago 
&  North  Western  Railroad  Company, 
office  at  Chicago. 

Southern  Region,  consisting,  broadly, 
of  the  railroads  east  of  the  Mississippi 
and  south  of  the  Ohio  and  Potomac 
Rivers  (except  Chesapeake  &  Ohio  and 
Norfolk  &  Western  which  were  in  the 
Eastern  Region).  Regional  Director, 
C.  H.  Markham,  President  of  the  Illinois 
Central,  office  at  Atlanta. 

Later  it  was  deemed  necessary  to 
subdivide  the  Eastern  Region,  and  on 
June  1,  1918,  there  were  carved  out 
of  it  the  Allegheny  Region  and  the 
Pocahontas  Region.  Under  this  read- 
justment, the  situation  was  as  fol- 
lows : 

Eastern  Region. 

The  principal  railroad  systems  in 
this  region,  that  is,  Class  I  railroads, 
those  with  operating  revenues  in  1917 
in  excess  of  $1,000,000,  were  as  fol- 
lows : 

Boston  &  Maine. 
Maine  Central. 

New  York,  New  Haven  &  Hartford. 

New  York  Central  Lines. 

Erie. 

Delaware  &  Hudson. 

Delaware,  Lackawanna  &  Western. 

Lehigh  Valley. 


Buffalo,  Rochester  &  Pittsburgh. 

New  York,  Chicago  &  St.  Louis. 

Wabash. 

Pere  Marquette. 

Grand  Trunk. 

Pennsylvania  Lines  west  of  Erie  and 
Pittsburgh. 

Baltimore  &  Ohio  Lines  west  of  Pitts- 
burgh and  Parkersburg. 

Chesapeake  &  Ohio  Lines  in  Indiana 
and  Hocking  Valley. 

Wheeling  &  Lake  Erie. 

Regional  Director,  A.  H.  Smith,  for- 
merly President  of  New  York  Cen- 
tral, with  office  at  New  York.  In 
June,  1919,  Mr.  Smith  returned  to 
the  Corporation  and  was  succeeded 
as  Regional  Director  of  the  Eastern 
Region  by  his  Assistant,  A.  T.  Har- 
din, who  before  Federal  Control  had 
been  Senior  Vice-President  of  the 
New  York  Central.  J.  H.  Hustis,  for- 
merly President  and  Receiver  of  the 
Boston  &  Maine  Railroad  Company, 
was  District  Director,  reporting  to 
the  Regional  Director,  with  office  at 
Boston,  and  H.  A.  Worcester,  for- 
merly Vice-President  and  General 
Manager  of  the  Cleveland,  Cincin- 
nati, Chicago  &  St.  Louis  Railway 
Company,  was  District  Director,  re- 
porting to  the  Regional  Director, 
with  office  at  Cincinnati. 

Allegheny  Region. 

The  creation  of  this  region  was  an- 
nounced June  1,  1918,  by  Circular 
No.  28.  The  principal  railroad  sys- 
tems in  this  region  were: 

Pennsylvania  Lines  east  of  Erie  and 
Pittsburgh. 

Baltimore  &  Ohio  Lines  east  of  Pitts- 
burgh and  Parkersburg. 

Philadelphia  &  Reading  lines. 

Central  Railroad  of  New  Jersey. 

Pittsburgh  &  Lake  Erie  Railroad. 

Western  Maryland  Railroad. 

Bessemer  &  Lake  Erie. 

Regional  Director,  C.  H.  Markham,  for- 
merly President  of  Illinois  Central, 
with  office  at  Philadelphia.  In  Octo- 
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ber,  1919,  Mr.  Markham  returned  to 
the  Corporation  and  was  succeeded 
as  Regional  Director  of  the  Alle- 
gheny Region  by  his  Assistant,  L.  W. 
Baldwin,  who  before  Federal  Control 
had  been  Vice-President  and  Gen- 
eral Manager  of  the  Central  of 
Georgia  Railroad. 

The  effect  of  the  creation  of  the 
Allegheny  Region  was  to  cut  the 
Pennsylvania  System  and  the  Balti- 
more &  Ohio  System  at  Pittsburgh 
and  Parkersburg,  thus  placing  the 
east  and  west  parts  of  each  of  these 
systems  under  different  Regional  Di- 
rectors. This  was  vigorously  objected 
to  by  the  Pennsylvania  and  Baltimore 
&  Ohio  corporate  managements.  The 
propriety  of  the  course  was  strongly 
questioned  in  the  Railroad  Adminis- 
tration itself,  but  the  view  that  pre- 
vailed was  that  on  account  of  the 
extraordinarily  heavy  war  traffic  con- 
centrated in  the  territory  east  of 
Pittsburgh,  better  results  for  the  time 
being  could  be  secured  by  putting 
these  lines  east  of  Pittsburgh  under 
the  direction  of  a  separate  Regional 
Director  who  could  concentrate  on 
their  problems.  With  this  end  in  view 
the  Pittsburgh  &  Lake  Erie,  a  New 
York  Central  Line,  was  put  in  the 
Allegheny  Region.  Shortly  after  the 
Armistice,  the  western  portions  of  the 
Pennsylvania  and  the  Baltimore  & 
Ohio  Systems  were  transferred  to  the 
Allegheny  Region  and  the  Pittsburgh 
&  Lake  Erie  was  transferred  to  the 
Eastern  Region  so  as  to  place  the  en- 
tire extent  of  each  of  these  systems 
under  one  Regional  Director.  Simi- 
larly the  Chesapeake  &  Ohio  Lines  in 
Indiana  which  during  1918  had  been 
included  in  the  Eastern  District  were 
transferred  to  the  Pocahontas  Region 
so  as  to  be  under  the  same  jurisdic- 
tion as  the  parent  company. 


Pocahontas  Region. 

The  creation  of  this  region  was  an- 
nounced on  June  1,  1918,  by  Circular 
No.  30.  The  principal  railroad  sys- 
tems in  this  region  were: 

Chesapeake  &  Ohio  Railway,  east  of 
Louisville,  Columbus  and  Cincinnati. 
Norfolk  &  Western  Railway. 
Virginian  Railway. 

Regional  Director,  N.  D.  Maher,  for- 
merly President  of  Norfolk  &  West- 
ern, with  office  at  Roanoke,  Virginia. 

The  theory  of  creating  this  com- 
paratively small  region  was  that  the 
three  railroads  mentioned  were  in- 
volved primarily  in  the  transporta- 
tion of  coal  to  Hampton  Roads  for 
export  and  also  to  the  interior.  These 
railroads  were  of  immense  impor- 
tance in  handling  the  fuel  supply  and 
had  special  problems  which  could  best 
be  coordinated  and  handled  by  in- 
tensive direction  under  a  Regional 
Director  close  at  hand. 

Southern  Region. 

Upon  the  transfer  of  Mr.  Mark- 
ham  from  the  position  of  Regional 
Director  of  the  Southern  Region  (in 
order  to  become  Regional  Director  of 
the  Allegheny  Region),  he  was  suc- 
ceeded by  B.  L.  Winchell,  who  had 
been  Traffic  Director  of  the  Union 
Pacific  System. 

The  principal  railroad  systems  in 
this  region  were  as  follows: 

Atlantic  Coast  Line. 
Louisville  &  Nashville. 
Illinois  Central. 
Southern. 

Seaboard  Air  Line. 

Subdivision  of  Western  Region. 

It  was  concluded  that  the  trans- 
portation problems  in  the  West  could 
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best  be  handled  by  subdividing  the 
Western  Region  and  accordingly  an- 
nouncement was  made  on  June  11, 
1918,  by  Circulars  Nos.  33,  34  and 
35,  creating  the  three  following  re- 
gions : 

N  orthwestern  Region. 

The  principal  railroad  systems 
comprised  in  the  Northwestern  Re- 
gion were  the  following: 

Chicago  &  North  Western  Lines. 
Chicago  Great  Western. 
Chicago,  Milwaukee  &  St.  Paul. 
Great  Northern. 
Minneapolis  &  St.  Louis. 
Minneapolis,  St.  Paul  &  Sault  Ste.  Ma- 
rie, 

Northern  Pacific. 

Oregon-Washington  Railroad  &  Navi- 
gation Company  ( Union  Pacific  Lines 
north  of  Huntington,  Oregon). 

Southern  Pacific  Lines  north  of  Ash- 
land, Oregon. 

U.S.  Steel  Corporation  Roads  (Duluth 
&  Iron  Range,  Duluth,  Missabe  & 
Northern,  Elgin,  Joliet  &  Eastern). 

R.  H.  Aishton,  formerly  President  of 
the  Chicago  &  North  Western,  was  made 
Regional  Director  with  office  at  Chicago. 
L.  C.  Gilman,  formerly  President  of  the 
Spokane,  Portland  &  Seattle  Railway 
Company,  was  District  Director,  report- 
ing to  the  Regional  Director,  with  office 
at  Seattle. 

Central  Western  Region. 

The  principal  railroad  systems  em- 
braced in  this  region  were  the  follow- 
ing (the  Texas  Lines  of  some  of  these 
systems  were  placed  in  the  South- 
western Region  to  be  referred  to  be- 
low) : 

Atchison,  Topeka  &  Santa  Fe. 
Chicago,  Rock  Island  &  Pacific. 
Chicago  &  Alton. 
Chicago  &  Eastern  Illinois. 
Chicago,  Burlington  &  Quincy. 


Denver  &  Rio  Grande. 
El  Paso  &  Southwestern. 
Illinois    Central    (north  of   the  Ohio 
River). 

Southern  Pacific  Lines  south  of  Ash- 
land, Oregon. 

Union  Pacific  System  (except  Oregon- 
Washington  Lines  in  Northwestern 
Region). 

Western  Pacific  Railroad. 

Hale  Holden,  formerly  President  of  the 
Chicago,  Burlington  &  Quincy  Railroad 
Company,  was  Regional  Director,  with 
office  at  Chicago.  William  Sproule,  for- 
merly President  of  the  Southern  Pacific 
Company,  was  District  Director,  report- 
ing to  the  Regional  Director,  with  office 
at  San  Francisco.  In  February,  1920,  Mr. 
Holden  returned  to  the  Corporation  and 
was  succeeded  as  Regional  Director  of 
the  Central  Western  Region  by  R.  H. 
Aishton,  whose  jurisdiction  was  extended 
to  include  both  the  Central  Western  and 
Northwestern  Regions. 

Southwestern  Region. 

The  principal  lines  in  this  region 
were  the  following: 

Texas  Lines  of: 

Atchison,  Topeka  &  Santa  Fe  Sys- 
tem. 

Burlington  System. 
Chicago,  Rock  Island  &  Pacific  Sys- 
tem. 

Southern  Pacific  System. 
International  &  Great  Northern. 
Kansas  City  Southern. 
Missouri  Pacific. 
Texas  &  Pacific. 
Missouri,  Kansas  &  Texas. 
St.  Louis-San  Francisco. 
St.  Louis-Southwestern  Railway. 

B.  F.  Bush,  formerly  President  of  the 
Missouri  Pacific  Railroad  Company,  was 
Regional  Director,  with  office  at  St. 
Louis.  F.  G.  Pettibone,  formerly  Vice- 
President  of  the  Gulf,  Colorado  &  Santa 
Fe  (the  Texas  Line  of  the  Atchison,  To- 
peka &  Santa  Fe  System),  was  District 
Director,  reporting  to  the  Regional  Di- 
rector, with  office  at  Dallas,  Texas. 
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THE  FEDERAL  CONTROL  ACT 

(Public— No.  107— 65th  Congress.) 
(S.  3752.) 


An  Act  to  provide  for  the  operation 
of  transportation  systems  while 
under  Federal  Control,  for  the  just 
compensation  of  their  owners,  and 
for  other  purposes. 

Be  it  enacted  by  the  Senate  and 
House  of  Representatives  of  the 
United  States  of  America  in  Congress 
assembled,  That  the  President,  hav- 
ing in  time  of  war  taken  over  the 
possession,  use,  control  and  operation 
(called  herein  Federal  Control)  of 
certain  railroads  and  system  of  trans- 
portation (called  herein  carriers),  is 
hereby  authorized  to  agree  with  and 
to  guarantee  to  any  such  carrier  mak- 
ing operating  returns  to  the  Inter- 
state Commerce  Commission,  that 
during  the  period  of  such  Federal 
Control  it  shall  receive  as  just  com- 
pensation an  annual  sum,  payable 
from  time  to  time  in  reasonable  in- 
stallments, for  each  year  and  pro  rata 
for  any  fractional  year  of  such  Fed- 
eral Control,  not  exceeding  a  sum 
equivalent  as  nearly  as  may  be  to  its 
average  annual  railway  operating  in- 
come for  the  three  years  ended  June 
thirtieth,  nineteen  hundred  and  seven- 
teen. 

That  any  railway  operating  in- 
come accruing  during  the  period  of 
Federal  Control  in  excess  of  such  just 
compensation  shall  remain  the  prop- 
erty of  the  United  States.  In  the  com- 
putation of  such  income,  debits  and 
credits  arising  from  the  accounts 
called  in  the  monthly  reports  to  the 
Interstate  Commerce  Commission 
equipment  rents   and  joint  facility 


rents  shall  be  included,  but  debits  and 
credits  arising  from  the  operation  of 
such  street  electric  passenger  rail- 
ways, including  railways  commonly 
called  interurbans,  as  are  at  the  time 
of  the  agreement  not  under  Federal 
Control,  shall  be  excluded.  If  any 
lines  were  acquired  by,  leased  to,  or 
consolidated  with  such  railroad  or 
system  between  July  first,  nineteen 
hundred  and  fourteen,  and  December 
thirty-first,  nineteen  hundred  and 
seventeen,  both  inclusive,  and  sepa- 
rate operating  returns  to  the  Inter- 
state Commerce  Commission  were  not 
made  for  such  lines  after  such 
acquisition,  lease  or  consolidation, 
there  shall  (before  the  average  is 
computed)  be  added  to  the  total  rail- 
way operating  income  of  such  rail- 
road or  system  for  the  three  years 
ended  June  thirtieth,  nineteen  hun- 
dred and  seventeen,  the  total  railway 
operating  income  of  the  lines  so  ac- 
quired, leased  or  consolidated,  for 
the  period  beginning  July  first,  nine- 
teen hundred  and  fourteen,  and  end- 
ing on  the  date  of  such  acquisition, 
lease  or  consolidation,  or  on  Decem- 
ber thirty-first,  nineteen  hundred  and 
seventeen,  whichever  is  the  earlier. 
The  average  annual  railway  operat- 
ing income  shall  be  ascertained  by 
the  Interstate  Commerce  Commission 
and  certified  by  it  to  the  President. 
Its  certificate  shall,  for  the  purpose 
of  such  agreement,  be  taken  as  con- 
clusive of  the  amount  of  such  average 
annual  railway  operating  income. 
Every  such  agreement  shall  pro- 
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vide  that  any  Federal  taxes  under  the 
Act  of  October  third,  nineteen  hun- 
dred and  seventeen,  or  Acts  in  addi- 
tion thereto  or  in  amendment  thereof, 
commonly  called  war  taxes,  assessed 
for  the  period  of  Federal  Control  be- 
ginning January  first,  nineteen  hun- 
dred and  eighteen,  or  any  part  of 
such  period,  shall  be  paid  by  the  car- 
rier out  of  its  own  funds,  or  shall  be 
charged  against  or  deducted  from  the 
just  compensation;  that  other  taxes 
assessed  under  Federal  or  any  other 
governmental  authority  for  the  period 
of  Federal  Control  or  any  part 
thereof,  either  on  the  property  used 
under  such  Federal  Control  or  on  the 
right  to  operate  as  a  carrier,  or  on 
the  revenues  or  any  part  thereof  de- 
rived from  operation  (not  including, 
however,  assessments  for  public  im- 
provements or  taxes  assessed  on  prop- 
erty under  construction,  and  charge- 
able under  the  classification  of  the 
Interstate  Commerce  Commission  to 
investment  in  road  and  equipment), 
shall  be  paid  out  of  revenues  derived 
from  railway  operations  while  under 
Federal  Control;  that  all  taxes  as- 
sessed under  Federal  or  any  other 
governmental  authority  for  the  period 
prior  to  January  first,  nineteen  hun- 
dred and  eighteen,  whenever  levied 
or  payable,  shall  be  paid  by  the  car- 
rier out  of  its  own  funds,  or  shall  be 
charged  against  or  deducted  from  the 
just  compensation. 

Every  sucli  agreement  shall  also 
contain  adequate  and  appropriate 
provisions  for  the  maintenance,  re- 
pair, renewals  and  depreciation  of 
the  property,  for  the  creation  of  any 
reserves  or  reserve  funds  found  neces- 
sary in  connection  therewith,  and  for 
such  accounting  and  adjustments  of 
charges  and  payments,  both  during 


and  at  the  end  of  Federal  Control  as 
may  be  requisite  in  order  that  the 
property  of  each  carrier  may  be  re- 
turned to  it  in  substantially  as  good 
repair  and  in  substantially  as  com- 
plete equipment  as  it  was  in  at  the 
beginning  of  Federal  Control,  and 
also  that  the  United  States  may,  by 
deductions  from  the  just  compensa- 
tions or  by  other  proper  means  and 
charges,  be  reimbursed  for  the  cost 
of  any  additions,  repairs,  renewals 
and  betterments  to  such  property 
not  justly  chargeable  to  the  United 
States;  in  making  such  accounting 
and  adjustments,  due  consideration 
shall  be  given  to  the  amounts  ex- 
pended or  reserved  by  each  carrier 
for  maintenance,  repairs,  renewals 
and  depreciation  during  the  three 
years  ended  June  thirtieth,  nineteen 
hundred  and  seventeen,  to  the  condi- 
tion of  the  property  at  the  beginning 
and  at  the  end  of  Federal  Control  and 
to  any  other  pertinent  facts  and  cir- 
cumstances. 

The  President  is  further  authorized 
in  such  agreement  to  make  all  other 
reasonable  provisions,  not  inconsist- 
ent with  the  provisions  of  this  Act  or 
of  the  Act  entitled  "An  Act  making 
appropriations  for  the  support  of  the 
Army  for  the  fiscal  year  ending  June 
thirtieth,  nineteen  hundred  and  seven- 
teen, and  for  other  purposes,"  ap- 
proved August  twenty-ninth,  nineteen 
hundred  and  sixteen,  that  he  may 
deem  necessary  or  proper  for  such 
Federal  Control  or  for  the  determi- 
nation of  the  mutual  rights  and  obli- 
gations of  the  parties  to  the  agree- 
ment arising  from  or  out  of  such 
Federal  Control. 

If  the  President  shall  find  that  the 
condition  of  any  carrier  was  during 
all  or  a  substantial  portion  of  the 
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period  of  three  years  ended  June 
thirtieth,  nineteen  hundred  and  seven- 
teen, because  of  non-operation,  re- 
ceivership, or  where  recent  expendi- 
tures for  additions  or  improvements 
or  equipment  were  not  fully  reflected 
in  the  operating  railway  income  of 
said  three  years  or  a  substantial  por- 
tion thereof,  or  because  of  any  unde- 
veloped or  abnormal  conditions,  so 
exceptional  as  to  make  the  basis  of 
earnings  hereinabove  provided  for 
plainly  inequitable  as  a  fair  measure 
of  just  compensation,  then  the  Presi- 
dent may  make  with  the  carrier  such 
agreement  for  such  amount  as  just 
compensation  as  under  the  circum- 
stances of  the  particular  case  he  shall 
find  just. 

That  every  railroad  not  owned, 
controlled,  or  operated  by  another 
carrier  company,  and  which  has  here- 
tofore competed  for  traffic  with  a  rail- 
road or  railroads  of  which  the  Presi- 
dent has  taken  the  possession,  use 
and  control,  or  which  connects  with 
such  railroads  and  is  engaged  as  a 
common  carrier  in  general  transpor- 
tation, shall  be  held  and  considered 
as  within  "Federal  control,"  as 
herein  defined,  and  necessary  for  the 
prosecution  of  the  war,  and  shall  be 
entitled  to  the  benefit  of  all  the  pro- 
visions of  this  Act:  Provided,  how- 
ever, That  nothing  in  this  paragraph 
shall  be  construed  as  including  any 
street  or  interurban  electric  railway 
which  has  as  its  principal  source  of 
operating  revenue  urban,  suburban  or 
interurban  passenger  traffic  or  sale  of 
power,  heat  and  light,  or  both. 

The  agreement  shall  also  provide 
that  the  carrier  shall  accept  all  the 
terms  and  conditions  of  this  act  and 
any  regulation  or  order  made  by  or 
through  the  President  under  author- 


ity of  this  act  or  of  that  portion  of 
the  act  entitled  "An  act  making  ap- 
propriations for  the  support  of  the 
Army  for  the  fiscal  year  ending  June 
thirtieth,  nineteen  hundred  and 
seventeen,  and  for  other  purposes," 
approved  August  twenty-ninth,  nine- 
teen hundred  and  sixteen,  which  au- 
thorizes the  President  in  time  of  war 
to  take  possession,  assume  control 
and  utilize  systems  of  transportation. 

Sec.  2.  That  if  no  such  agreement 
is  made,  or  pending  the  execution  of 
an  agreement,  the  President  may 
nevertheless  pay  to  any  carrier  while 
under  Federal  Control  an  annual 
amount,  payable  in  reasonable  install- 
ments, not  exceeding  ninety  per  cen- 
tum of  the  estimated  annual  amount 
of  just  compensation,  remitting  such 
carrier,  in  case  where  no  agreement  is 
made,  to  its  legal  rights  for  any  bal- 
ance claimed  to  the  remedies  provided 
in  section  three  hereof.  Any  amount 
thereafter  found  due  such  carrier 
above  the  amount  paid  shall  bear  in- 
terest at  the  rate  of  six  per  centum 
per  annum.  The  acceptance  of  any 
benefits  under  this  section  shall  con- 
stitute an  acceptance  by  the  carrier  of 
all  the  provisions  of  this  Act  and  shall 
obligate  the  carrier  to  pay  to  the 
United  States,  with  interest  at  the 
rate  of  six  per  centum  per  annum 
from  a  date  or  dates  fixed  in  pro- 
ceedings under  section  three,  the 
amount  by  which  the  sums  received 
under  this  section  exceed  the  sum 
found  due  in  such  proceedings. 

Sec.  3.  That  all  claims  for  just 
compensation  not  adjusted  (as  pro- 
vided in  section  one)  shall,  on  the 
application  of  the  President  or  of 
any  carrier,  be  submitted  to  boards, 
each  consisting  of  three  referees  to 
be  appointed  by  the  Interstate  Com- 
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merce  Commission,  members  of  which 
and  the  official  force  thereof  being 
eligible  for  service  on  such  boards 
without  additional  compensation. 
Such  boards  of  referees  are  hereby 
authorized  to  summon  witnesses,  re- 
quire the  production  of  records, 
books,  correspondence,  documents, 
memoranda  and  other  papers,  view 
properties,  administer  oaths,  and  may- 
hold  hearings  in  Washington  and 
elsewhere,  as  their  duties  and  the  con- 
venience of  the  parties  may  require. 
In  case  of  disobedience  to  a  subpoena 
the  board  may  invoke  the  aid  of  any 
district  court  of  the  United  States  in 
requiring  the  attendance  and  testi- 
mony of  witnesses  and  the  produc- 
tion of  documentary  evidence,  and 
such  court  within  the  jurisdiction  of 
which  such  inquiry  is  carried  on  may, 
in  case  of  contumacy  or  refusal  to 
obey  a  subpoena  issued  to  any  per- 
son, corporation,  partnership  or  as- 
sociation, issue  an  order  requiring 
appearance  before  the  board,  or  the 
production  of  documentary  evidence 
if  so  ordered,  or  the  giving  of  evi- 
dence touching  the  matter  in  ques- 
tion ;  and  any  failure  to  obey  such 
order  of  the  court  may  be  punished 
by  such  court  as  a  contempt  thereof. 
Such  cases  may  be  heard  separately 
or  together  or  by  classes,  by  such 
boards  as  the  Interstate  Commerce 
Commission  in  the  first  instance,  or 
any  board  of  referees  to  which  any 
such  cases  shall  be  referred  may  de- 
termine. Said  boards  shall  give  full 
hearings  to  such  carriers  and  to  the 
United  States;  shall  consider  all  the 
facts  and  circumstances,  and  shall  re- 
port as  soon  as  practicable  in  each 
case  to  the  President  the  just  com- 
pensation, calculated  on  an  annual 
basis  and  otherwise  in  such  form  as 


to  be  convenient  and  available  for  the 
making  of  such  agreement  as  is  au- 
thorized in  section  one.  The  Presi- 
dent is  authorized  to  enter  into  an 
agreement  with  such  carrier  for  just 
compensation  upon  a  basis  not  in  ex- 
cess of  that  reported  by  such  board, 
and  may  include  therein  provisions 
similar  to  those  authorized  under 
section  one.  Failing  such  agreement, 
either  the  United  States  or  such  car- 
rier may  file  a  petition  in  the  Court 
of  Claims  for  the  purpose  of  deter- 
mining the  amount  of  such  just  com- 
pensation, and  in  the  proceedings  in 
said  court  the  report  of  said  referees 
shall  be  prima  facie  evidence  of  the 
amount  of  just  compensation  and  of 
the  facts  therein  stated.  Proceedings 
in  the  Court  of  Claims  under  this 
section  shall  be  given  precedence  and 
expedited  in  every  practicable  way. 

Sec.  4.  That  the  just  compensation 
that  may  be  determined  as  hereinbe- 
fore provided  by  agreement  or  that 
may  be  adjudicated  by  the  Court  of 
Claims,  shall  be  increased  by  an 
amount  reckoned  at  a  reasonable  rate 
per  centum  to  be  fixed  by  the  Presi- 
dent upon  the  cost  of  any  additions 
and  betterments,  less  retirements,  and 
upon  the  cost  of  road  extensions  to 
the  property  of  such  carrier  made  by 
such  carrier  with  the  approval  of  or 
by  order  of  the  President  while  such 
property  is  under  Federal  Control. 

Sec.  5.  That  no  carrier  while  under 
Federal  Control  shall,  without  the 
prior  approval  of  the  President,  de- 
clare or  pay  any  dividend  in  excess 
of  its  regular  rate  of  dividends  dur- 
ing the  three  years  ended  June  thirti- 
eth, nineteen  hundred  and  seventeen: 
Provided,  however,  That  such  carriers 
as  have  paid  no  regular  dividends  or 
no  dividends  during  said  period  may, 
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with  the  prior  approval  of  the  Presi- 
dent, pay  dividends  at  such  rate  as 
the  President  may  determine. 

Sec.  6.  That  the  sum  of  $500,000,- 
000  is  hereby  appropriated,  out  of 
any  moneys  in  the  Treasury  not 
otherwise  appropriated,  which,  to- 
gether with  any  funds  available  from 
any  operating  income  of  said  carriers, 
may  be  used  by  the  President  as  a 
revolving  fund  for  the  purpose  of 
paying  the  expenses  of  the  Federal 
Control,  and  so  far  as  necessary  the 
amount  of  just  compensation,  and 
to  provide  terminals,  motive  power, 
cars  and  other  necessary  equipment, 
such  terminals,  motive  power,  cars 
and  equipment  to  be  used  and  ac- 
counted for  as  the  President  may  di- 
rect and  to  be  disposed  of  as  Congress 
may  hereafter  by  law  provide. 

The  President  may  also  make  or 
order  any  carrier  to  make  any  addi- 
tions, betterments  or  road  extensions, 
and  to  provide  terminals,  motive 
power,  cars  and  other  equipment 
necessary  or  desirable  for  war  pur- 
poses or  in  the  public  interest  on  or 
in  connection  with  the  property  of 
any  carrier.  He  may  from  said  re- 
volving fund  advance  to  such  carrier 
all  or  any  part  of  the  expense  of  such 
additions,  betterments  or  road  ex- 
tensions, and  to  provide  terminals, 
motive  power,  cars  and  other  neces- 
sary equipment  so  ordered  and  con- 
structed by  such  carrier  or  by  the 
President,  such  advances  to  be 
charged  against  such  carrier  and  to 
bear  interest  at  such  rate  and  be  pay- 
able on  such  terms  as  may  be  deter- 
mined by  the  President,  to  the  end 
that  the  United  Stales  may  be  fully 
reimbursed  for  any  sums  so  advanced. 

Any  loss  claimed  by  any  carrier  by 
reason  of  any  such  additions,  better- 


ments or  road  extensions  so  ordered 
and  constructed  may  be  determined 
by  agreement  between  the  President 
and  such  carrier;  failing  such  agree- 
ment the  amount  of  such  loss  shall  be 
ascertained  as  provided  in  section 
three  hereof. 

From  said  revolving  fund  the 
President  may  expend  such  an  amount 
as  he  may  deem  necessary  or  desir- 
able for  the  utilization  and  operation 
of  canals,  or  for  the  purchase,  con- 
struction or  utilization  and  operation 
of  boats,  barges,  tugs  and  other 
transportation  facilities  on  the  in- 
land, canal  and  coastwise  waterways, 
and  may  in  the  operation  and  use  of 
such  facilities  create  or  employ  such 
agencies  and  enter  into  such  con- 
tracts and  agreements  as  he  shall 
deem  in  the  public  interest. 

Sec.  7.  That  for  the  purpose  of 
providing  funds  requisite  for  matur- 
ing obligations  or  for  other  legal  and 
proper  expenditures,  or  for  reorgan- 
izing railroads  in  receivership,  car- 
riers may,  during  the  period  of  Fed- 
eral Control,  issue  such  bonds,  notes, 
equipment  trust  certificates,  stock 
and  other  forms  of  securities,  secured 
or  unsecured  by  mortgage,  as  the 
President  may  first  approve  as  con- 
sistent with  the  public  interest.  The 
President  may,  out  of  the  revolving 
fund  created  by  this  act,  purchase  for 
the  United  States  all  or  any  part  of 
such  securities  at  prices  not  exceed- 
ing par,  and  may  sell  such  securities 
whenever  in  his  judgment  it  is  desir- 
able at  prices  not  less  than  the  cost 
thereof.  Any  securities  so  purchased 
shall  be  held  by  the  Secretary  of  the 
Treasury,  who  shall,  under  the  direc- 
tion of  the  President,  represent  the 
United  States  in  all  matters  in  eon- 
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nection  therewith  in  the  same  manner 
as  a  private  holder  thereof.  The 
President  shall  each  year  as  soon  as 
practicable  after  January  first  cause 
a  detailed  report  to  be  submitted  to 
the  Congress  of  all  receipts  and  ex- 
penditures made  under  this  section 
and  section  six  during  the  preceding 
calendar  year. 

Sec.  8.  That  the  President  may 
execute  any  of  the  powers  herein  and 
heretofore  granted  him  with  relation 
to  Federal  Control  through  such 
agencies  as  he  may  determine,  and 
may  fix  the  reasonable  compensation 
for  the  performance  of  services  in 
connection  therewith,  and  may  avail 
himself  of  the  advice,  assistance,  and 
cooperation  of  the  Interstate  Com- 
merce Commission  and  of  the  mem- 
bers and  employees  thereof,  and  may 
also  call  upon  any  department,  com- 
mission, or  board  of  the  Government 
for  such  services  as  he  may  deem  ex- 
pedient. But  no  such  official  or  em- 
ployee of  the  United  States  shall  re- 
ceive any  additional  compensation 
for  such  services  except  as  now  per- 
mitted by  law. 

Sec.  9.  That  the  provisions  of  the 
act  entitled  "An  act  making  appro- 
priations for  the  support  of  the  Army 
for  the  fiscal  year  ending  June  thirti- 
eth, nineteen  hundred  and  seventeen, 
and  for  other  purposes,"  approved 
August  twenty-ninth,  nineteen  hun- 
dred and  sixteen,  shall  remain  in 
force  and  effect  except  as  expressly 
modified  and  restricted  by  this  act; 
and  the  President,  in  addition  to  the 
powers  conferred  by  this  act,  shall 
have  and  is  hereby  given  such  other 
and  further  powers  necessary  or  ap- 
propriate to  give  effect  to  the  powers 
herein  and  heretofore  conferred.  The 


provisions  of  this  act  shall  also  ap- 
ply to  any  carriers  to  which  Federal 
Control  may  be  hereafter  extended. 

Sec.  10.  That  carriers  while  under 
Federal  Control  shall  be  subject  to 
all  laws  and  liabilities  as  common  car- 
riers, whether  arising  under  State  or 
Federal  laws  or  at  common  law,  ex- 
cept in  so  far  as  may  be  inconsistent 
with  the  provisions  of  this  act  or  any 
other  act  applicable  to  such  Federal 
Control  or  with  any  order  of  the 
President.  Actions  at  law  or  suits  in 
equity  may  be  brought  by  and  against 
such  carriers  and  judgments  rendered 
as  now  provided  by  law;  and  in  any 
action  at  law  or  suit  in  equity  against 
the  carrier,  no  defense  shall  be  made 
thereto  upon  the  ground  that  the  car- 
rier is  an  instrumentality  or  agency 
of  the  Federal  Government.  Nor 
shall  any  such  carrier  be  entitled  to 
have  transferred  to  a  Federal  court 
any  action  heretofore  or  hereafter  in- 
stituted by  or  against  it,  which  action 
was  not  so  transferable  prior  to  the 
Federal  Control  of  such  carrier;  and 
any  action  which  has  heretofore  been 
so  transferred  because  of  such  Fed- 
eral Control  or  of  any  act  of  Con- 
gress or  official  order  or  proclamation 
relating  thereto  shall  upon  motion  of 
either  party  be  transferred  to  the 
court  in  which  it  was  originally  insti- 
tuted. But  no  process,  mesne  or  final, 
shall  be  levied  against  any  property 
under  such  Federal  Control. 

That  during  the  period  of  Federal 
Control,  whenever  in  his  opinion  the 
public  interest  requires,  the  Presi- 
dent may  initiate  rates,  fares, 
charges,  classifications,  regulations 
and  practices  by  filing  the  same  with 
the  Interstate  Commerce  Commission, 
which  said  rates,  fares,  charges, 
classifications,  regulations  and  prac- 
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tices  shall  not  be  suspended  by  the 
commission  pending  final  determina- 
tion. 

Said  rates,  fares,  charges,  classifi- 
cations, regulations  and  practices 
shall  be  reasonable  and  just  and  shall 
take  effect  at  such  time  and  upon 
such  notice  as  he  may  direct,  but  the 
Interstate  Commerce  Commission, 
shall,  upon  complaint,  enter  upon  a 
hearing  concerning  the  justness  and 
reasonableness  of  so  much  of  any  or- 
der of  the  President  as  establishes 
or  changes  any  rate,  fare,  charge, 
classification,  regulation  or  practice 
of  any  carrier  under  Federal  Control, 
and  may  consider  all  the  facts  and 
circumstances  existing  at  the  time  of 
the  making  of  the  same.  In  determin- 
ing any  question  concerning  any  such 
rates,  fares,  charges,  classifications, 
regulations  or  practices  or  changes 
therein,  the  Interstate  Commerce 
Commission  shall  give  due  considera- 
tion to  the  fact  that  the  transporta- 
tion systems  are  being  operated  under 
a  unified  and  coordinated  national 
control  and  not  in  competition. 

After  full  hearing  the  commission 
may  make  such  findings  and  orders 
as  are  authorized  by  the  act  to  regu- 
late commerce  as  amended,  and  said 
findings  and  orders  shall  be  enforced 
as  provided  in  said  act:  Provided, 
however,  That  when  the  President 
shall  find  and  certify  to  the  Interstate 
Commerce  Commission  that  in  order 
to  defray  the  expenses  of  Federal 
Control  and  operation  fairly  charge- 
able to  railway  operating  expenses, 
and  also  to  pay  railway  tax  accruals 
other  than  war  taxes,  net  rents  for 
joint  facilities  and  equipment,  and 
compensation  to  the  carriers,  operat- 
ing as  a  unit,  it  is  necessary  to  in- 
crease the  railway  operating  reve- 


nues, the  Interstate  Commerce  Com- 
mission in  determining  the  justness 
and  reasonableness  of  any  rate,  fare, 
charge,  classification,  regulation  or 
practice  shall  take  into  consideration 
said  finding  and  certificate  by  the 
President,  together  with  such  recom- 
mendations as  he  may  make. 

Sec.  11.  That  every  person  or  cor- 
poration, whether  carrier  or  shipper, 
or  any  receiver,  trustee,  lessee,  agent 
or  person  acting  for  or  employed  by 
a  carrier  or  shipper,  or  other  person, 
who  shall  knowingly  violate  or  fail 
to  observe  any  of  the  provisions  of 
this  act,  or  shall  knowingly  interfere 
with  or  impede  the  possession,  use, 
operation  or  control  of  any  railroad 
property,  railroad  or  transportation 
system  hitherto  or  hereafter  taken 
over  by  the  President,  or  shall  know- 
ingly violate  any  of  the  provisions 
of  any  order  or  regulation  made  in 
pursuance  of  this  act,  shall  be  guilty 
of  a  misdemeanor,  and  shall,  upon 
conviction,  be  punished  by  a  fine  of 
not  more  than  $5,000,  or,  if  a  per- 
son, by  imprisonment  for  not  more 
than  two  years,  or  both.  Each  inde- 
pendent transaction  constituting  a 
violation  of,  or  a  failure  to  observe, 
any  of  the  provisions  of  this  act,  or 
any  order  entered  in  pursuance 
hereof,  shall  constitute  a  separate  of- 
fense. For  the  taking  or  conversion 
to  his  own  use  or  the  embezzlement 
of  money  or  property  derived  from 
or  used  in  connection  with  the  pos- 
session, use,  or  operation  of  said  rail- 
roads or  transportation  systems,  the 
criminal  statutes  of  the  United  States, 
as  well  as  the  criminal  statutes  of  the 
various  States  where  applicable,  shall 
apply  to  all  officers,  agents  and  em- 
ployees engaged  in  said  railroad  and 
transportation  service,  while  the  same 
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is  under  Federal  Control,  to  the  same 
extent  as  to  persons  employed  in  the 
regular  service  of  the  United  States. 
Prosecutions  for  violations  of  this 
act  or  of  any  order  entered  hereunder 
shall  be  in  the  district  courts  of  the 
United  States,  under  the  direction  of 
the  Attorney  General,  in  accordance 
with  the  procedure  for  the  collection 
and  imposing  of  fines  and  penalties 
now  existing  in  said  courts. 

Sec.  12.  That  moneys  and  other 
property  derived  from  the  operation 
of  the  carriers  during  Federal  Con- 
trol are  hereby  declared  to  be  the 
property  of  the  United  States.  Unless 
otherwise  directed  by  the  President, 
such  moneys  shall  not  be  covered  into 
the  Treasury,  but  such  moneys  and 
property  shall  remain  in  the  custody 
of  the  same  officers,  and  the  account- 
ing thereof  shall  be  in  the  same  man- 
ner and  form  as  before  Federal  Con- 
trol. Disbursements  therefrom  shall, 
without  further  appropriation,  be 
made  in  the  same  manner  as  before 
Federal  Control  and  for  such  pur- 
poses as  under  the  Interstate  Com- 
merce Commission  classification  of 
accounts  in  force  on  December 
twenty-seventh,  nineteen  hundred  and 
seventeen,  are  chargeable  to  operat- 
ing expenses  or  to  railway  tax  ac- 
cruals and  for  such  other  purposes  in 
connection  with  Federal  Control  as 
the  President  may  direct,  except  that 
taxes  under  Titles  One  and  Two  of 
the  act  entitled  "An  act  to  provide 
revenue  to  defray  war  expenses,  and 
for  other  purposes,"  approved  Oc- 
tober third,  nineteen  hundred  and 
seventeen,  or  any  act  in  addition 
thereto  or  in  amendment  thereof, 
shall  be  paid  by  the  carrier  out  of 
its  own  funds.  If  Federal  Control 
begins  or  ends  during  the  tax  year  for 


which  any  taxes  so  chargeable  to  rail- 
way tax  accruals  are  assessed,  the 
taxes  for  such  year  shall  be  appor- 
tioned to  the  date  of  the  beginning 
or  ending  of  such  Federal  Control, 
and  disbursements  shall  be  made  only 
for  that  portion  of  such  taxes  as  is 
due  for  the  part  of  such  tax  year 
which  falls  within  the  period  of  Fed- 
eral Control. 

At  such  periods  as  the  President 
may  direct,  the  books  shall  be  closed 
and  the  balance  of  revenues  over  dis- 
bursements shall  be  covered  into  the 
Treasury  of  the  United  States  to  the 
credit  of  the  revolving  fund  created 
by  this  act.  If  such  revenues  are  in- 
sufficient to  meet  such  disbursements, 
the  deficit  shall  be  paid  out  of  such 
revolving  fund  in  such  manner  as  the 
President  may  direct. 

Sec.  13.  That  all  pending  cases  in 
the  courts  of  the  United  States  af- 
fecting railroads  or  other  transporta- 
tion systems  brought  under  the  act  to 
regulate  commerce,  approved  Febru- 
ary fourth,  eighteen  hundred  and 
eighty-seven,  as  amended  and  supple- 
mented, including  the  commodities 
clause,  so  called,  or  under  the  act  to 
protect  trade  and  commerce  against 
unlawful  restraints  and  monopolies, 
approved  July  second,  eighteen  hun- 
dred and  ninety,  and  amendments 
thereto,  shall  proceed  to  final  deter- 
mination as  soon  as  may  be,  as  if  the 
United  States  had  not  assumed  con- 
trol of  transportation  systems ;  but 
in  any  such  case  the  court  having 
jurisdiction  may,  upon  the  applica- 
tion of  the  United  States,  stay  exe- 
cution of  final  judgment  or  decree 
until  such  time  as  it  shall  deem 
proper. 

Sec.  14.  That  the  Federal  Control 
of  railroads  and  transportation  sys- 
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tems  herein  and  heretofore  provided 
for  shall  continue  for  and  during  the 
period  of  the  war  and  for  a  reason- 
able time  thereafter,  which  shall  not 
exceed  one  year  and  nine  months  next 
following  the  date  of  the  proclama- 
tion by  the  President  of  the  exchange 
of  ratifications  of  the  treaty  of  peace: 
Provided,  however,  That  the  Presi- 
dent may,  prior  to  July  first,  nineteen 
hundred  and  eighteen,  relinquish  con- 
trol of  all  or  any  part  of  any  railroad 
or  system  of  transportation,  further 
Federal  Control  of  which  the  Presi- 
dent shall  deem  not  needful  or  desir- 
able ;  and  the  President  may  at  any 
time  during  the  period  of  Federal 
Control  agree  with  the  owners  thereof 
to  relinquish  all  or  any  part  of  any 
railroad  or  system  of  transportation. 
The  President  may  relinquish  all  rail- 
roads and  systems  of  transportation 
under  Federal  Control  at  any  time 
he  shall  deem  such  action  needful  or 
desirable.  No  right  to  compensation 


shall  accrue  to  such  owners  from  and 
after  the  date  of  relinquishment  for 
the  property  so  relinquished. 

Sec.  15.  That  nothing  in  this  act 
shall  be  construed  to  amend,  repeal, 
impair  or  affect  the  existing  laws  or 
powers  of  the  States  in  relation  to 
taxation  or  the  lawful  police  regula- 
tions of  the  several  States,  except 
wherein  such  laws,  powers  or  regu- 
lations may  affect  the  transportation 
of  troops,  war  materials,  Government 
supplies  or  the  issue  of  stocks  and 
bonds. 

Sec.  16.  That  this  act  is  expressly 
declared  to  be  emergency  legislation 
enacted  to  meet  conditions  growing 
out  of  war;  and  nothing  herein  is  to 
be  construed  as  expressing  or  preju- 
dicing the  future  policy  of  the  Fed- 
eral Government  concerning  the  own- 
ership, control  or  regulation  of  car- 
riers or  the  method  or  basis  of  the 
capitalization  thereof. 

Approved,  March  21,  1918. 
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Extracts  from  the  Address  of  President  Wilson  Delivered  to 
Congress,  December  2, 1918. 

The  question  which  causes  me  the  greatest  concern  is  the  question  of  the 
policy  to  be  adopted  towards  the  railroads.  I  frankly  turn  to  you  for  counsel 
upon  it.  I  have  no  confident  judgment  of  my  own.  I  do  not  see  how  any 
thoughtful  man  can  have  who  knows  anything  of  the  complexity  of  the  prob- 
lem. It  is  a  problem  which  must  be  studied,  studied  immediately,  and  studied 
without  bias  or  prejudice.  Nothing  can  be  gained  by  becoming  partisans  of 
any  particular  plan  of  settlement. 

It  was  necessary  that  the  administration  of  the  railways  should  be  taken 
over  by  the  Government  so  long  as  the  War  lasted.  It  would  have  been  im- 
possible otherwise  to  establish  and  carry  through  under  a  single  direction  the 
necessary  priorities  of  shipment.  It  would  have  been  impossible  otherwise  to 
combine  maximum  production  at  the  factories  and  mines  and  farms  with  the 
maximum  possible  car  supply  to  take  the  products  to  the  ports  and  markets; 
impossible  to  route  troop  shipments  and  freight  shipments  without  regard  to 
the  advantage  or  disadvantage  of  the  roads  employed ;  impossible  to  sub- 
ordinate, when  necessary,  all  questions  of  convenience  to  the  public  necessity ; 
impossible  to  give  the  necessary  financial  support  to  the  roads  from  the 
public  treasury.  But  all  these  necessities  have  now  been  served  and  the  ques- 
tion is,  what  is  best  for  the  railroads  and  for  the  public  in  the  future. 

Exceptional  circumstances  and  exceptional  methods  of  administration  were 
not  needed  to  convince  us  that  the  railroads  were  not  equal  to  the  immense 
tasks  of  transportation  imposed  upon  them  by  the  rapid  and  continuous  de- 
velopment of  the  industries  of  the  country.  We  knew  that  already.  And  we 
knew  that  they  were  unequal  to  it  partly  because  their  full  cooperation  was 
rendered  impossible  by  law  and  their  competition  made  obligatory,  so  that  it 
has  been  impossible  to  assign  to  them  severally  the  traffic  which  could  best 
be  carried  by  their  respective  lines  in  the  interest  of  expedition  and  national 
economy. 

We  may  hope,  I  believe,  for  the  formal  conclusion  of  the  War  by  treaty  by 
the  time  Spring  has  come.  The  twenty-one  months  to  which  the  present  con- 
trol of  the  railways  is  limited  after  formal  proclamation  of  peace  shall  have 
been  made  will  run  at  the  farthest,  I  take  it  for  granted,  only  to  the  January 
of  1921.  The  full  equipment  of  the  railways  which  the  federal  administration 
had  planned  could  not  be  completed  within  any  such  period.  The  present  law 
does  not  permit  the  use  of  the  revenues  of  the  several  roads  for  the  execution 
of  such  plans  except  by  formal  contract  with  their  directors,  some  of  whom 
will  consent  while  some  will  not,  and  therefore  does  not  afford  sufficient  au- 
thority to  undertake  improvements  upon  the  scale  upon  which  it  would  be 
necessary  to  undertake  them.  Every  approach  to  this  difficult  subject-matter 
of  decision  brings  us  face  to  face,  therefore,  with  this  unanswered  question: 


266 


WAR  HISTORY  OF  AMERICAN  RAILROADS 


What  is  it  right  that  we  should  do  with  the  railroads,  in  the  interest  of  the 
public  and  in  fairness  to  their  owners  ? 

Let  me  say  at  once  that  I  have  no  answer  ready.  The  only  thing  that  is 
perfectly  clear  to  me  is  that  it  is  not  fair  either  to  the  public  or  to  the  owners 
of  the  railroads  to  leave  the  question  unanswered  and  that  it  will  presently 
become  my  duty  to  relinquish  control  of  the  roads,  even  before  the  expiration 
of  the  statutory  period,  unless  there  should  appear  some  clear  prospect  in 
the  meantime  of  a  legislative  solution.  Their  release  would  at  least  produce 
one  element  of  a  solution,  namely,  certainty  and  a  quick  stimulation  of  pri- 
vate initiative. 

I  believe  that  it  will  be  serviceable  for  me  to  set  forth  as  explicitly  as  pos- 
sible the  alternative  courses  that  lie  open  to  our  choice.  We  can  simply  re- 
lease the  roads  and  go  back  to  the  old  conditions  of  private  management,  un- 
restricted competition,  and  multiform  regulation  by  both  State  and  Federal 
authorities ;  or  we  can  go  to  the  opposite  extreme  and  establish  complete 
Government  control,  accompanied,  if  necessary,  by  actual  Government  own- 
ership; or  we  can  adopt  an  intermediate  course  of  modified  private  control, 
under  a  more  unified  and  affirmative  public  regulation  and  under  such  altera- 
tions of  the  law  as  will  permit  wasteful  competition  to  be  avoided  and  a 
considerable  degree  of  unification  of  administration  to  be  effected,  as,  for 
example,  by  regional  corporations  under  which  the  railways  of  definable 
areas  would  be  in  effect  combined  in  single  systems. 

The  one  conclusion  that  I  am  ready  to  state  with  confidence  is  that  it  would 
be  a  disservice  alike  to  the  country  and  to  the  owners  of  the  railroads  to  return 
to  the  old  conditions  unmodified.  Those  are  conditions  of  restraint  without 
development.  There  is  nothing  affirmative  or  helpful  about  them.  What  the 
country  chiefly  needs  is  that  all  its  means  of  transportation  should  be  devel- 
oped, its  railways,  its  waterways,  its  highways,  and  its  countryside  roads. 
Some  new  element  of  policy,  therefore,  is  absolutely  necessary, — necessary 
for  the  service  of  the  public,  necessary  for  the  release  of  credit  to  those  who 
are  administering  the  railways,  necessary  for  the  protection  of  their  security 
holders.  The  old  policy  may  be  changed  much  or  little,  but  surely  it  cannot 
be  wisely  left  as  it  was.  I  hope  that  the  Congress  will  have  a  complete  and 
impartial  study  of  the  whole  problem  instituted  at  once  and  prosecuted  as 
rapidly  as  possible.  I  stand  ready  and  anxious  to  release  the  roads  from  the 
present  control  and  I  must  do  so  at  a  very  early  date  if  by  waiting  until  the 
statutory  limit  of  time  is  reached  I  shall  be  merely  prolonging  the  period  of 
doubt  and  uncertainty  which  is  hurtful  to  every  interest  concerned. 
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FREIGHT  CAR  SURPLUSAGES,  1915  - 1921 
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NET  TON  MILES  PER  MILE  OF  ROAD  PER  DAY  FOR  ALL 
CLASS  I  RAILROADS,  1916  -  1 92.1 
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Class  I  Railroads. 
Freight  and  Passenger  Traffic  Statistics  for  the  Calendar  Years  1916-1919. 


Calendar  Tears 


1916 

1917 

1918 

1919 

Miles  of  Road  Operated 

230,991 

232,199 

233,204 

233,809 

Freight  Traffic 

(Thousands) 

(Thousands) 

(Thousands) 

(Thousands) 

Freight  revenue 

$2,560,988 

$2,819,965 

$3,440,742 

$3,543,266 

Revenue  tons  originated 

1,203,367 

1,264,016 

1,262,621 

1,095,549 

Revenue  ton  miles 

362,444,397 

394,465,400 

405,379,284 

364,293,063 

Non-revenue  ton  miles 

33,921,520 

35,853,614 

34,622,429 

31,385,989 

Total  net  ton  miles 

396,365,917 

430,319,014 

440,001.713 

395,679,052 

Loaded  freight  car  miles 

15,879,371 

15,932,050 

15,024,900 

14,312,795 

Empty  freight  car  miles 

6,759,986 

6,763,695 

7,161,805 

6,532,524 

Total  freight  car  miles 

22,639,357 

22,695,745 

22,186,705 

20,845,320 

Freight  train  miles 

641,257 

654,499 

639,011 

571,763 

Averages 

Revenue  ton  miles  per  mile  of 

road 

1,569,084 

1,698,825 

1,738,305 

1,558,081 

Haul  in  miles  per  ton  origi- 

nated 

301.19 

312.07 

320.88 

332.25 

Revenue  per  ton  originated 

$2.13 

$2.23 

$2.73 

$3.23 

Revenue  per  ton  mile 

$.00707 

$.00715 

$.00849 

$.00973 

Carload  (net  tons) 

24.96 

27.01 

29.28 

27.65 

Trainload  (net  tons) 

618 

657 

688 

692 

Per  cent  loaded  to  total  car 

miles 

70.14 

70.20 

67.72 

68.66 
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Calendar  Years 


1916 

1917 

1918 

191Q 

MJ  n  jo/Hi  /i  /O         /  wr*  -fh  S* 

irdotsviiyvr  ±  ru/jiv 

(Thousands) 

(Thousands) 

(Thousands) 

(Thousands) 

"P ocelli  rr** t*    rt  pvpnnp 
X  cto&t-  Ilgt  I  IICNGIIUC 

<R70fi  firm 

$825,212 

$1,031,563 

$1,178,454 

Or*  .  O  O  <J  j  £7  >  — 

39  476  859 

42,676,579 

46,358,304 

Passenger  train  car  miles 

3,425,812 

3,506,836 

3,306,714 

3,469,042 

Passenger  train  miles 

582,911 

582,638 

536,772 

546,131 

Averages 

Passenger  miles  per  mile  of  road 

149,795 

170,088 

183,066 

198,345 

Revenue  per  passenger  mile 

$.02042 

$.02090 

$.02414 

$.02540 

Passengers  per  car 

10.10 

11.26 

12.91 

13.36 

Passenger  train  cars  per  train 

5.88 

6.02 

6.16 

6.35 

Passengers  per  train 

59.33 

67.76 

79.32 

84.88 

Comments  of  Regional  Directors. 


The  Eastern  Region  consisted 
principally  of  the  New  England  rail- 
roads and  the  trunk  lines  between  the 
Atlantic  seaboard  and  Chicago  (ex- 
cept the  Pennsylvania  and  Baltimore 
&  Ohio).  Its  Regional  Director  until 
1919  was  A.  H.  Smith,  who,  before 
and  since  such  service,  was  and  is 
President  of  the  New  York  Central. 

His  annual  report  for  1918  is  re- 
plete with  evidences  of  his  energy 
and  sincerity  of  purpose  and  of  the 
efficient  manner  in  which  the  railroads 
in  his  region  performed  the  public 
service  during  the  year  1918,  despite 
extraordinary  difficulties  which  he 
vividly  portrays. 

He  concludes  his  report  by  saying: 

In  closing,  I  wish  to  particularly  men- 
tion and  commend  the  officers  and  em- 
ployees of  these  railroads  for  their  tire- 
less efforts  and  extreme  loyalty  during  a 
year  of  unusual  circumstances  and  tense 
situations.  By  such  were  we  able  to  ac- 
complish what  was  done,  and  I  take  great 
pleasure  in  having  this  opportunity  to 
mention  their  patriotism. 

At  the  earnest  insistence  of  the 
New  York  Central,  Mr.  Smith  re- 
signed as  Regional  Director  June  2, 
1919,  in  order  to  resume  his  position 
as  President  of  that  company,  and 


uj^on  his  recommendation,  A.  T. 
Hardin,  whom  Mr.  Smith  had  se- 
lected as  his  Assistant  Regional  Di- 
rector, and  who  was,  prior  to  Federal 
Control,  and  thereafter  until  his 
death,  Senior  Vice-President  of  the 
New  York  Central,  succeeded  as  Re- 
gional Director  and  made  the  Re- 
gional Director's  report  for  1919. 
Mr.  Hardin  states  in  his  report  that: 

The  traffic  was  handled  promptly  and 
without  interruption  during  the  year  ex- 
cept for  some  minor  temporary  accumula- 
tions hereinafter  mentioned. 

Referring  to  passenger  service  he 
says: 

All  lines  report  the  service  rendered  as 
satisfactory  to  the  traveling  public  and 
very  few  complaints  received.  There  has 
been  a  heavy  increase  in  suburban  pas- 
senger traffic  in  and  out  of  the  larger 
cities  due  to  the  restricted  housing  condi- 
tions in  the  cities  forcing  people  into  the 
suburbs. 

He  also  says: 

Freight  claims  are  now  being  adjusted 
more  promptly  and  probably  with  less 
friction  with  the  public  than  ever  before. 

He  explains  that: 

New  stores  methods  have  been  put  into 
operation  on  all  roads  as  far  as  practi- 
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cable,  and  through  frequent  inspections 
conditions  have  been  greatly  improved; 
all  stores  employees  being  placed  under 
the  supervision  of  the  stores  department, 
uniform  stock  books  installed,  and  up- 
to-date  methods  of  storing  and  handling 
material  adopted. 

His  report  is  in  considerable  de- 
tail and  shows  throughout  the  highly 
intelligent  and  effective  rendition  of 
the  public  service  in  the  Eastern  Re- 
gion. 

The  Allegheny  Region  consisted 
in  1918  principally  of  the  Pennsyl- 
vania and  Baltimore  &  Ohio  systems 
east  of  Pittsburgh,  and  in  1919  of 
the  entire  Pennsylvania  and  Balti- 
more &  Ohio  systems.  The  Regional 
Director  was  C.  H.  Markham,  who 
had  been  President  of  the  Illinois 
Central,  and  who  in  1919,  upon  the 
urgent  request  of  that  company,  re- 
signed as  Regional  Director  to  be- 
come its  President  again,  then  being 
succeeded  by  his  Assistant  Regional 
Director,  L.  W.  Baldwin,  who  prior 
to  Federal  Control  was  Vice-Presi- 
dent of  the  Central  of  Georgia.  For 
some  time  after  Federal  Control  Mr. 
Baldwin  was  Vice-President  of  the 
Illinois  Central.  More  recently  he  has 
been  President  of  the  Missouri  Pa- 
cific. 

Mr.  Markham's  report  for  1918 
gives  a  concise  but  striking  account 
of  the  accomplishments  of  the  rail- 
roads in  the  Allegheny  Region. 
Among  other  things,  he  said: 

Considering  the  large  increase  in  busi- 
ness and  the  fact  that  many  experienced 
employees  entered  the  military  and  naval 
service  or  wore  engaged  at  munition 
plants  or  other  lines  of  war  work,  their 
places  being  taken  by  less  experienced 
employees,  both  passenger  and  freight 
business  were  well  handled.  I  am  pleased 
to  say  that  we  have  had  the  hearty  co- 
peration  of  all  the  officers  and  employees 


of  railroads  in  the  region,  and  to  this  I 
attribute  in  a  large  measure  the  success 
in  handling  the  business. 

Mr.  Baldwin's  report  for  the  year 
1919  sets  forth  in  considerable  detail 
the  effective  way  in  which  the  busi- 
ness was  handled  during  that  year. 
Among  other  things,  he  said : 

A  vigorous  campaign,  which  was  inten- 
sified after  the  signing  of  the  armistice, 
has  been  constantly  conducted  to  insure 
scheduled  performances  of  passenger 
trains.  The  importance  of  running  pas- 
senger trains  on  time  has  been  strongly 
impressed  upon  Federal  managers,  gen- 
eral managers,  operating  and  traffic  offi- 
cers in  regional  meetings  and  meetings 
of  heads  of  departments  with  their  sub- 
ordinates, with  the  result  that  the  per- 
formance desired  has  permeated  to  all  of 
the  men  in  passenger  service.  A  daily  rec- 
ord is  maintained  in  this  office  and  where 
trains  perform  poorly,  analysis  is  made, 
and  if  corrective  methods  can  not  insure 
maintenance  of  schedules  with  regularity, 
changes  in  schedules  are  made.  Everyone 
has  been  further  impressed  by  preparing 
in  this  office  semi-monthly  and  monthly 
comparative  performance  reports  which 
are  furnished  Federal  managers  to  be 
handled  with  their  organizations,  thereby 
creating  incentive  for  better  performance 
from  period  to  period  and  month  to 
month.  The  results  obtained  are  reflected 
in  report  for  the  month  of  November, 
which  shows  72,938  trains  operated,  88.5 
per  cent  of  which  were  on  time  and  91.9 
per  cent  maintained  schedule  or  made  up 
time. 

Mr.  Baldwin  explains  the  diffi- 
culties in  the  handling  of  freight 
traffic  and  indicates  the  satisfactory 
results  accomplished. 

He  outlines  the  special  campaigns 
which  were  conducted  to  produce 
satisfactory  operating  results  in  the 
following  respects  among  others:  for 
the  minimizing  of  personal  injuries, 
the  reduction  of  train  accidents,  the 
prevention   of    freight   claims,  the 
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close  control  and  comparison  of  the 
number  of  hours  of  labor  paid  for, 
the  prompt  handling  and  full  loading 
of  freight  cars,  the  important  reduc- 
tion in  initial  and  final  terminal  de- 
tention to  trains,  conservation  in  the 
use  of  fuel,  reduction  of  excess  hours 
of  service,  increase  in  trainloads  and 
the  coordination  of  facilities. 

The  Northwestern  Region  con- 
sisted of  the  Great  Northern,  the 
Northern  Pacific,  the  St.  Paul,  the 
Chicago  &  North  Western  and  cer- 
tain other  railroads.  Its  Regional 
Director  was  R.  H.  Aishton,  who, 
before  Federal  Control,  was  Presi- 
dent of  the  Chicago  &  North  West- 
ern, and  who,  after  Federal  Control, 
became  President  of  the  American 
Railway  Association,  which  position 
he  now  (1927)  holds. 

Mr.  Aishton's  report  for  1918  con- 
tains a  detailed  and  interesting  ac- 
count of  the  important  unification  of 
terminals  and  the  elimination  of  un- 
necessary competitive  services,  the 
adoption  of  solid-train  movements, 
and  other  instances  of  coordinated 
and  consolidated  action.  Among 
other  things,  he  speaks  of  the  short- 
age of  oil  in  the  eastern  territory  for 
munition  plants  and  for  export,  and 
he  states  that  a  method  of  improved 
movement  was  adopted  with  an  ex- 
traordinary increase  in  efficiency.  He 
says : 

The  comments  of  the  oil  interests,  with- 
out any  exception,  have  been  very  flat- 
tering in  connection  with  this  operation. 

He  further  states : 

The  time  on  fruit  from  Pacific  coast 
states  points  was  extended  24  to  32 
hours.  By  reason  of  this  added  time  it 
was  possible  to  establish  such  a  regu- 
larity of  the  movement  that  we  have  been 
informed  by  the  shippers  that  they  re- 


ceive the  best  service  ever  given  them  on 
fruit  in  the  history  of  their  business.  In 
this  it  was  necessary  to  disregard  the 
routing  and  to  say  to  the  shippers  that  we 
wanted  the  fruit  consolidated  on  certain 
lines  in  solid  trains,  rather  than  moved 
over  various  lines  in  small  lots,  which  was 
a  very  expensive  and  wasteful  method  of 
transportation  followed  under  competi- 
tive conditions. 

He  explains  a  coordination  of  the 
handling  of  the  ore,  grain  and  coal 
business  at  upper  Lake  Michigan  and 
Lake  Superior  ports: 

The  wisdom  of  this  plan  has  been  fully 
justified  by  the  results,  and  all  concerned 
have  indicated  their  very  hearty  approval 
of  the  arrangement,  and  expressly  hope 
that  it  may  continue. 

Mr.  Aishton,  in  his  report  for 
1919,  further  discusses  unification  of 
terminals,  various  forms  of  coopera- 
tive action,  and  emphasizes  construc- 
tive results  which  ought  to  be  re- 
tained. Among  other  things  he  men- 
tions particularly  the  wonderful  rec- 
ord made  by  the  district  agency  of 
the  Union  Stock  Yards.  Chicago, 
which  he  says  handled  the  business 
of  23  trunk  lines  and  2  switching 
lines,  a  total  of  25,  where  formerly 
it  was  necessary  for  consignees  and 
shippers  to  go  to  one  of  25  individual 
lines  in  order  to  transact  their  busi- 
ness relative  to  live-stock  receipts 
and  shipments ;  and  he  indicates  that, 
in  addition,  there  was  a  great  saving 
in  wages  and  the  avoidance  of  great 
delay  and  confusion. 

He  refers  to  the  very  satisfactory 
handling  of  solid-train  movement  of 
fruit  under  schedules  from  California 
and  Northern  Pacific  coast  points  to 
the  East.  He  refers  to  the  excellent 
results  in  connection  with  the  move- 
ment of  meat  and  packing-house 
products  from  the  packing-house  cen- 
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ters  on  the  Missouri  River  and  at 
South  St.  Paul,  the  shipments  being 
consolidated  and  being  moved  on  cer- 
tain lines  on  certain  days.  He  says 
the  schedules  are  maintained  with 
regularity  and  "this  arrangement 
has  been  heartily  indorsed  by  the 
packers,  and  we  have  no  cases  where 
our  regular  meat  runs  failed  to  make 
eastern  connections."  He  explains 
the  much  greater  regularity  in  the 
handling  of  live  stock  into  Chicago, 
and  says: 

The  shippers,  live-stock  commission 
men,  and  packers  have  freely  expressed 
themselves  as  being  afforded  a  perform- 
ance in  live-stock  trains  during  the  past 
year  such  as  they  have  never  received 
before  in  the  history  of  the  packing  in- 
dustry. 

He  explains  that  active  efforts 
have  been  made  to  prevent  claims 
through  removing  the  causes  there- 
for, and  that  important  results  have 
been  accomplished. 

He  states  that  the  activities  of  the 
fuel  conservation  department  have 
shown  some  very  gratifying  results. 

He  enumerates  various  things 
which  have  been  inaugurated  during 
the  period  of  Federal  Control  and 
which  he  thinks  should  be  retained. 
Among  these  are  the  centralized  con- 
trol of  freight  car  equipment  so  as 
to  regulate  the  supply  of  cars  to  the 
demand,  the  common  control  of  indi- 
vidual railroad  operations  in  large 
terminals,  the  control  of  routing  of 
freight  in  times  of  existing  or  threat- 
ened congestion,  the  consolidation  of 
freight  into  trainload  lots,  the  elimi- 
nation of  unduly  circuitous  routes, 
the  continuation  of  the  permit  sys- 
tem, and  the  continuation  of  the  con- 
trol of  rate  making  by  committees 
such  as  were  established  during  Fed- 


eral Control.  He  indicates  that  such 
control  through  committees  is  not  un- 
popular except  with  shippers  who 
have  unusual  means  of  influencing 
rates,  as,  for  example,  through  being 
able  to  control  important  comjaetitive 
traffic. 

The  Central  Western  Region  con- 
sisted of  the  Burlington,  the  Rock 
Island,  the  Santa  Fe,  the  Southern 
Pacific  Lines  west  of  El  Paso,  and 
some  others.  The  Regional  Director 
was  Hale  Holden,  who  prior  to  Fed- 
eral Control  was  President  of  the 
Burlington,  and  who  also  was  one  of 
the  five  members  of  the  Railroads' 
War  Board,  which  represented  the 
railroad  companies  from  April  to  De- 
cember, 1917.  Mr.  Holden  near  the 
end  of  Federal  Control  again  became 
President  of  the  Burlington. 

In  his  report  for  1918  he  shows 
the  economies  arising  from  unifica- 
tion of  terminals  and  stations.  He 
states  there  has  been  a  gratifying  in- 
crease in  efficiency  in  freight  traffic 
movement  and  car  performance,  and 
that  an  increase  of  business  has  been 
handled  with  fewer  train  miles,  and 
that  when  the  statistics  for  the  year 
are  completed  there  will  be  still  fur- 
ther evidence  of  operating  efficiency. 
He  says  the  shippers  of  oil  have 
commended  the  methods  adopted  in 
handling  that  commodity.  He  says 
valuable  results  have  been  accom- 
plished by  the  regional  purchasing 
committee,  its  principal  task  being 
the  distribution  of  ties.  He  says  the 
tie-treating  department  has  been  pro- 
ductive of  much  benefit  and  the 
quality  of  tie  treatment  has  been  im- 
proved. He  speaks  of  the  good 
results  resulting  from  the  fuel  con- 
servation movement  of  the  Railroad 
Administration,  and  that  large  sav- 
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ings  are  to  be  expected  therefrom. 
He  says  that  as  a  result  of  the  move- 
ment for  the  reduction  of  accidents 
there  has  been  an  appreciable  de- 
crease in  accidents  and  further  im- 
provement is  certain  to  occur.  He 
says  rapid  progress  is  being  made 
toward  uniform  methods  of  handling 
claims  and  for  preventing  the  arising 
of  claims. 

In  Mr.  Holden's  report  for  1919 
he  describes  the  extraordinary  diffi- 
culties in  the  way  of  handling  of 
traffic,  due  to  exceptional  weather 
conditions,  blizzards,  washouts,  shop- 
men's strike,  nation-wide  bituminous 
coal  strike,  etc.,  and  gives  detailed 
account  of  the  results  accomplished. 
He  explains  that  during  the  year 
considerable  passenger  train  service 
eliminated  during  the  War  has  been 
restored,  the  increase  amounting  to 
4,500,000  train  miles  per  annum  in 
the  region,  and  that  lounge,  obser- 
vation and  parlor  cars  have  been  re- 
stored on  the  principal  trains.  He 
comments  on  the  favorable  results 
from  the  work  of  the  regional  pur- 
chasing committee  and  from  the  work 
in  fuel  conservation,  in  promotion  of 
safety,  in  the  efforts  to  prevent  fire 
losses,  and  in  the  prevention  of 
freight  claims. 

The  Southwestern  Region  con- 
sisted principally  of  the  Missouri 
Pacific,  the  Iron  Mountain,  and  other 
railroads  from  St.  Louis  and  Kansas 
City  to  the  Southwest,  the  Santa  Fe 
Lines  in  Texas,  and  the  Southern 
Pacific  Lines  east  of  El  Paso.  The 
Regional  Director  was  B.  F.  Bush, 
who  was  President  of  the  Missouri 
Pacific  prior  to  the  War  and  who 
after  Federal  Control  was  President 
of  that  company  for  several  years. 

In  his  annual  report  for  1918  he 


comments  on  the  economies  arising 
from  unification  of  terminals  and 
consolidation  and  coordination  of 
other  facilities,  gives  an  account  of 
the  satisfactory  handling  of  various 
sorts  of  traffic,  comments  on  the  im- 
proved conservation  of  fuel,  the 
elimination  of  fire  hazards  through 
fire-prevention  work,  and  the  efforts 
to  reduce  the  number  of  live  stock 
killed. 

In  his  report  for  1919  Mr.  Bush 
points  out  the  extraordinarily  diffi- 
cult conditions  which  developed  in 
Texas,  one  being  the  unprecedented 
oil  development  which  happened  to 
be  on  branch  railroads  or  railroads 
of  light  construction,  making  the 
handling  of  the  traffic  exceptionally 
difficult;  another  being  a  rainfall  of 
unprecedented  volume  in  the  State 
throughout  the  year,  greatly  injur- 
ing some  crops  and  rendering  the 
handling  of  others  very  difficult  and 
impairing  the  roadbed  of  many  rail- 
roads which  had  never  been  fully 
ballasted;  and  the  third  complication 
being  a  wheat  crop  three  times  as 
much  as  the  normal  Texas  crop.  He 
gives  detailed  explanation  of  the 
handling  of  various  sorts  of  traffic, 
explains  the  peculiar  difficulties  as  to 
car  distribution,  shows  the  efforts 
made  to  promote  efficiency  in  various 
ways,  including  the  proper  handling 
of  stocks  and  material,  the  preven- 
tion of  claims,  the  promotion  of 
safety,  the  conservation  of  fuel  and 
the  prevention  of  fire. 

The  Pocahontas  Region  consisted 
of  the  Norfolk  &  Western,  the  Chesa- 
peake &  Ohio  and  the  Virginian  Rail- 
way. Its  Regional  Director  was 
N.  D.  Maher,  who  was  President  of 
the  Norfolk  &  Western  prior  to  Fed- 
eral Control  and  who  held  that  posi- 
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tion  for  a  number  of  years  after  Fed- 
eral Control. 

Mr.  Maher  in  his  report  for  1918 
referred  to  the  economies  arising 
from  unification,  to  the  facilitating  of 
traffic  through  coordinating  the  rail- 
roads to  a  better  extent ;  recapitulates 
numerous  instances  of  cooperative  ac- 
tion which  have  been  in  the  direction 
of  efficiency,  but  which  are  too  intan- 
gible to  estimate  in  money;  mentions 
numerous  items  which  have  been  of 
material  benefit  in  the  operation  of 
the  railroads,  among  which  are  the 
establishment  of  universal  interline 
billing,  the  uniform  method  in  the 
handling  of  freight  claims,  general 
simplification  of  freight  tariffs,  the 
joint  purchasing  system  which  he 
says  has  undoubtedly  resulted  in 
great  savings  by  preventing  exces- 
sive and  profiteering  prices,  and  the 
direct  movement  of  empty  cars  which 
have  saved  much  expense  formerly 
entailed  in  crosshauling  cars. 

Mr.  Maher  in  his  report  for  1919 
again  refers  to  the  unifications 
adopted;  explains  the  depressions 
and  interruptions  in  business  which 
impaired  the  results  in  his  Region ; 
speaks  of  the  efforts  made  through- 
out the  year  toward  economy  in  man- 
hour  expenditures  per  unit  of  out- 
put in  all  departments ;  says  that 
through-freight  schedules  which  were 
discontinued  during  the  War  were  re- 
instated; indicates  that  a  substantial 
amount  of  additional  passenger-train 
service  was  inaugurated;  and  says 
that  except  during  periods  of  strike 
in  June  and  August  the  passenger- 
train  performance  has  been  kept  up 
to  an  exceptional  standard  in  the  cir- 
cumstances, 90  per  cent  of  the  trains 
arriving  at  destination  terminal  on 


schedule  time.  He  says  that  an  ex- 
traordinarily good  condition  existed 
as  to  unsettled  freight  claims  and  ex- 
plains that  the  safety  work  was  car- 
ried forward  throughout  the  year. 

The  Southern  Region  consisted  in 
general  of  the  railroads  south  of  the 
Norfolk  &  Western  and  south  of  the 
Ohio  River  and  east  of  the  Missis- 
sippi River.  C.  H.  Markham  was  Re- 
gional Director  during  the  first  half 
of  1918,  when  he  was  succeeded  by 
B.  L.  Winchell,  who  had  theretofore 
been  President  of  the  Frisco  Rail- 
road and  Traffic  Director  of  the  Un- 
ion Pacific  System.  After  the  War, 
Mr.  Winchell  became  President  of 
the  Remington  Typewriter  Com- 
pany. 

In  his  report  for  1918  Mr.  Win- 
chell refers  to  the  substantial  econo- 
mies accomplished  through  unifica- 
tions, numerous  other  instances  of 
cooperative  action  which  were  in  the 
direction  of  efficiency,  but  which  were 
too  intangible  to  be  made  the  basis 
of  a  direct  money  estimate,  and  ex- 
plained in  considerable  detail  the  fa- 
vorable manner  in  which  traffic  was 
handled  and  operations  conducted  as 
compared  with  former  periods.  He 
said: 

Few  of  the  public,  except  large  em- 
ployers of  labor,  can  have  any  fair  con- 
ception of  the  difficulty  of  railroad  oper- 
ating during  the  past  year  with  such  a 
considerable  proportion  of  untrained  men 
in  the  service,  replacing  those  skilled 
operatives  who  responded  so  loyally  and 
so  freely  to  the  call  of  arms. 

In  his  report  for  1919  he  again 
explained  that  the  unification  of  ter- 
minals had  shown  good  results  both 
in  efficiency  and  economy,  pointed 
out  the  improvement  made  in  the 
maintenance     of     passenger  train 
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schedules,  the  beneficial  results  of  the 
work  of  the  special  terminal  commit- 
tees which  were  established  in  the 
fall,  the  satisfactory  handling  of  the 
fruit  and  vegetable  crops,  the  diffi- 
culties arising  out  of  the  coal  strike, 
the  important  economies  effected  in 
connection  with  telegraph  and  tele- 
phone service,  the  inauguration  of 
new  sleeping-car  lines,  the  very  de- 
cided improvement  in  the  freight- 


claim  situation,  the  success  of  the 
freight-service  bureau  which  was  de- 
signed to  give  information  to  ship- 
pers which  had  formerly  been  given 
by  the  soliciting  forces  of  the  differ- 
ent railroads,  and  the  important  ac- 
complishments resulting  from  the 
consolidation  of  eight  separate  and 
distinct  bureaus  dealing  with  demur- 
rage and  weighing  and  inspection 
matters. 


Classes  and  Types  of  Standardized  Locomotives. 


Number 

Light  Mikado,  U.S.RA.  2-8-2  625 

Heavy  Mikado,  U.S.RA.  2-8-2  233 

Light  Mountain,  U.S.RA.  4-8-2  47 

Heavy  Mountain,  U.S.RA.  4-8-2  15 

Light  Pacific,  U.S.RA.  4-6-2  81 

Heavy  Pacific,  U.S.RA.  4-6-2  20 

Light  Santa  Fe,  U.S.RA.  2-10-2  94 

Heavy  Santa  Fe,  U.S.RA.  2-10-2  175 

Switcher  6-wheel,  U.S.R.A.  255 

Switcher  8-wheel,  U.S.R.A.  175 

Mallet,  U.S.R.A.  2-6-6-2  30 

Mallet,  U.S.R.A.  2-8-8-2  80 


Total  1,830 
Special  designs  for  individual  railroads  100 


Grand  total  1,930 


Classes  of  Standardized  Cars. 

25,000  self-clearing,  steel  hopper  cars  of  55  tons  capacity. 
25,000  single  sheathed  box  cars  of  50  tons  capacity. 
25,000  double  sheathed  box  cars  of  40  tons  capacity. 
20,000  composite  gondolas,  with  drop  doors,  of  50  tons  capacity. 
5,000  low  side  gondolas  of  70  tons  capacity. 
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The  following  is  the  form  of  the  "Standard  Clauses"  which  were  gen- 
erally referred  to  as  the  "Standard  Contract"  and  which  were  incor- 
porated in  the  contracts  between  the  Director  General  of  Railroads  and 
the  various  carrier  corporations  with  which  contracts  were  made.  This 
form  was  for  a  corporation  having  no  common  carrier  subsidiaries. 
There  was  a  separate  form,  being  simply  an  adaptation  of  the  form 
here  shown,  but  with  necessary  additional  provisions,  for  corporations 
having  carrier  subsidiaries. 

(Form  A,  October  22,  1918. — For  companies  without  subsidiaries.) 

AGREEMENT  BETWEEN  THE  DIRECTOR  GENERAL  OF  RAIL- 
ROADS AND  THE    COMPANY. 

Preamble  and  Recitals. 


This  Agreement,  made  this  

day  of   ,  1918,  between 

William  G.  McAdoo,  Director  Gen- 
eral of  Railroads,  hereinafter  called 
the  Director  General,  acting  on  be- 
half of  the  United  States  and  the 
President,  under  the  powers  con- 
ferred by  the  proclamations  of  the 
President    hereinafter    referred  to, 

and  the  Company, 

a  corporation  duly  organized  under 

the  laws  of  the  State  (s)  of  , 

hereinafter  called  the  Company: 

Witnesseth  that — 

(a)  Whereas  by  a  proclamation 
dated  December  26,  1917,  the  Presi- 
dent, acting  under  the  powers  con- 
ferred on  him  by  the  Constitution 
and  laws  of  the  United  States,  by 
the  joint  resolutions  of  the  Senate 
and  House  of  Representatives  bear- 
ing date  April  6  and  December  7, 
1917,  respectively,  and  particularly 
under  the  powers  conferred  by  sec- 
tion 1  of  the  act  of  Congress  ap- 
proved August  29,  1916,  entitled  "An 
act  making  appropriations  for  the 
support  of  the  Army  for  the  fiscal 


year  ending  June  30,  1917,  and  for 
other  purposes,"  took  possession  and 
assumed  control  at  12  o'clock  noon  on 
December  28,  1917,  of  certain  rail- 
roads and  systems  of  transportation, 
including  the  railroad  and  transpor- 
tation system  of  the  Company  and 
the  appurtenances  thereof,  and  di- 
rected that  the  possession,  control, 
operation  and  utilization  of  the  trans- 
portation systems  thus  taken  should 
be  exercised  by  and  through  William 
G.  McAdoo,  appointed  Director  Gen- 
eral of  Railroads;  and 

(b)  Whereas  the  Congress  of  the 
United  States,  by  an  act  approved 
March  21,  1918,  hereinafter  called 
the  Federal  Control  Act,  has  author- 
ized the  President  to  enter  into  agree- 
ments with  the  companies  owning  the 
railroads  and  systems  thus  taken  over 
for  the  maintenance  and  upkeep  of 
the  same  during  the  period  of  Fed- 
eral Control,  for  the  determination  of 
the  rights  and  obligations  of  the 
parties  to  the  agreement  arising  from 
or  out  of  Federal  Control,  including 
the  compensation  to  be  received  or 
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guaranteed,  and  for  other  purposes, 
as  in  said  act  more  fully  set  out,  and 
authorize  the  President  to  exercise 
any  of  the  powers  by  said  act  or 
theretofore  granted  him  with  relation 
to  Federal  Control  through  such 
agencies  as  he  might  determine ;  and 
(c)  Whereas  by  a  proclamation 
dated  March  29,  1918,  the  President, 
acting  under  the  Federal  Control  Act 
and  all  other  powers  him  thereto  en- 
abling, authorized  the  Director  Gen- 
eral, either  personally  or  through 
such  divisions,  agencies  or  persons 
as  he  may  appoint,  and  in  his  own 
name  or  in  the  name  of  such  divi- 
sions, agencies  or  persons,  or  in  the 
name  of  the  President,  to  agree  with 
the  carriers,  or  any  of  them,  or  with 
any  other  person  in  interest,  upon  the 
amount  of  compensation  to  be  paid 
pursuant  to  law,  and  to  sign,  seal  and 
deliver  in  his  own  name  or  in  the 
name  of  the  President  or  in  the  name 
of  the  United  States  such  agreements 
as  may  be  necessary  and  expedient 
with  the  several  carriers  or  other  per- 
sons in  interest  respecting  compen- 
sation or  any  other  matter  concerning 
which  it  may  be  necessary  or  expedi- 
ent to  deal,  and  to  make  any  and  all 
contracts,  agreements  or  obligations 
necessary  or  expedient  and  to  issue 
any  and  all  orders  which  may  in  any 
way  be  found  necessary  and  expedi- 
ent in  connection  with  the  Federal 
Control  of  systems  of  transportation, 
railroads  and  inland  waterways  as 
fully  in  all  respects  as  the  President 
is  authorized  to  do,  and  generally  to 
do  and  perform  all  and  singular  the 
acts  and  things  and  to  exercise  all 
and  singular  the  powers  and  duties 
which  in  and  by  the  said  act,  or  any 
other  act  in  relation  to  the  subject 


thereof,  the  President  is  authorized 
to  do  and  perform ;  and 

(d)  Whereas  the  Interstate  Com- 
merce Commission  has  certified  to 
the  President  that  the  amount  of  the 
average  annual  railway  operating  in- 
come of  the  Company,  computed  in 
the  manner  provided  in  section  1  of 

the  Federal  Control  Act,  is   

dollars  and  cents  ($  ), 

subject  to  such  changes  and  correc- 
tions as  the  Commission  may  here- 
after determine  and  certify  to  be 
requisite  in  order  that  the  accounts 
and  reports  of  the  Company  used  by 
the  Commission  as  the  basis  of  com- 
puting said  average  annual  railway 
operating  income  may  be  brought 
into  conformity  with  the  accounting 
rules  or  regulations  of  the  Commis- 
sion in  force  at  the  time  of  such  ac- 
counting, or  in  order  to  correct  com- 
putations based  on  such  accounts  or 
reports. 

Now,  Therefore,  the  parties 
hereto,  each  in  consideration  of  the 
agreements  of  the  other  herein  con- 
tained, do  hereby  covenant  and  agree 
to  and  with  each  other  as  follows : 

Section  1. — Privity,  Alterations, 
Definitions,  etc. 

Sec.  I.  (a)  This  agreement  shall 
be  binding  upon  the  United  States, 
the  Director  General  and  his  succes- 
sors, and  upon  the  Company,  its  suc- 
cessors and  assigns. 

This  agreement  shall  not  be  con- 
strued as  creating  any  right,  claim, 
privilege  or  benefit  against  either 
party  hereto  in  favor  of  any  state 
or  any  subdivision  thereof,  or  of  any 
individual  or  corporation  other  than 
the  parties  hereto. 

(b)  The  provisions  of  this  agree- 
ment may  be  altered,  amended  or 
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added  to  by  and  only  by  mutual  con- 
sent signified  by  instruments  in  writ- 
ing signed  by  the  Director  General 
and  by  some  officer  of  the  Company 
thereto  duly  authorized  by  the  Board 
of  Directors  of  the  Company. 

(c)  Wherever  in  this  agreement 
the  word  "Commissioner"  is  used  it 
shall  be  understood  as  meaning  the 
Interstate  Commerce  Commission, 
acting  by  divisions  or  otherwise  as 
authorized  by  law;  but  either  party 
shall  have  the  right  to  have  the  deci- 
sion of  any  division  reviewed  by  the 
Commission  sitting  as  a  whole. 

(d)  Wherever  in  this  agreement 
the  words  "Federal  Control"  are  used 
to  indicate  a  period  of  time,  they 
shall  be  understood  as  meaning  the 
period  from  12  o'clock  midnight  of 
December  31,  1917,  to  and  including 
the  day  and  hour  on  which  said  con- 
trol shall  cease. 

(e)  Wherever  in  this  agreement  the 
words  "test  period"  are  used,  they 
shall  be  understood  as  meaning  the 
period  between  July  1,  1914,  and 
June  30,  1917,  both  inclusive. 

(f)  Wherever  in  this  agreement 
the  words  "standard  return"  are 
used,  they  shall  be  understood  as 
meaning  the  average  annual  railway 
operating  income  of  the  Company, 
computed  in  the  manner  provided  in 
section  1  of  the  Federal  Control  Act, 
and  ascertained  and  certified  by  the 
Commission. 

(g)  Wherever  in  this  agreement 
the  words  "Director  General"  are 
used,  they  shall  be  understood  as  des- 
ignating William  G.  McAdoo,  or  such 
other  person  as  the  President  may 
from  time  to  time  appoint  to  exercise 
the  powers  conferred  on  him  by  law 
with  relation  to  Federal  Control,  or 
such  agents  or  agencies  as  the  Direc- 


tor General  may  from  time  to  time 
appoint  for  the  purpose;  and  wher- 
ever by  this  agreement  any  notice  is 
to  be  given  by  the  Director  General, 
the  same  may  be  given  in  his  name 
by  any  subordinate  thereto  duly  au- 
thorized. 

(h)  Wherever  the  property  of  the 
company  is  referred  to  in  this  agree- 
ment it  shall  be  understood  as  includ- 
ing all  the  property  described  in 
paragraph  (a)  of  section  2  hereof, 
whether  owned  by  or  leased  to  the 
Company,  and,  where  the  context  per- 
mits, all  additions  or  betterments 
thereto  or  extensions  thereof  made 
during  Federal  Control;  and  as  to  all 
such  leased  property  the  Company 
shall  have  the  benefit  of  and  be  sub- 
ject to  all  the  obligations  and  provi- 
sions of  this  agreement  and  shall  be 
subject  to  all  duties  imposed  by  law 
in  respect  of  such  leased  property. 

(i)  The  descriptive  words  at  the 
heads  of  the  several  sections  of  this 
agreement  and  the  table  of  contents 
are  inserted  for  convenience  merely, 
and  are  not  to  be  used  in  the  construc- 
tion of  the  agreement. 

Section  2. — Property  Taken  Over. 

Sec.  2.  The  Company's  railroad 
and  system  of  transportation  of 
which  the  President  has  taken  over 
possession,  use,  control  and  operation 
shall  be  considered  as  including: 

(a)  The  following  roads  and  prop- 
erties:   

....  together  with  all  branches  and 
tracks,  trackage,  bridge  and  terminal 
rights,  and  lines  of  railroad  owned 
by  or  leased  to  and  operated  by  the 
Company  as  a  part  of  its  system  of 
transportation,  and  all  other  prop- 
erty of  the  Company  with  the  ap- 
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purtenances  thereof,  whether  in- 
cluded in  the  foregoing  list  or  not, 
the  revenues  of  which  were  used,  or 
which,  if  the  property  had  been  then 
owned  by  or  leased  to  it  and  had  then 
been  revenue-bearing,  would  have 
been  used,  in  computing  the  Com- 
pany's standard  return. 

The  Company  reserves  to  itself 
the  benefit  of  all  leases  (and  of  all 
rents  and  revenues  accruing  there- 
from), of  parts  of  its  right  of  way, 
station  grounds  and  other  property, 
the  revenues  from  which  under  the 
accounting  rules  of  the  Commission 
in  force  during  the  test  period  were 
properly  creditable  to  "miscellane- 
ous rent  income"  or  "miscellaneous 
income."  The  Company  grants  to  the 
Director  General  all  its  rights  to  ter- 
minate leases  of  any  part  of  its  right 
of  way,  yards  or  station  grounds,  and 
to  occupy  and  use  the  premises  of  any 
such  lessee  when,  in  his  judgment, 
the  same  is  required  for  operating 
purposes.  The  Company  shall  have 
for  its  own  benefit  the  right  to  lease 
for  industrial  sites  or  other  purposes 
such  portion  of  its  right  of  way, 
yards  or  station  grounds,  or  struc- 
tures thereon,  as  are  not  required  by 
the  Director  General  for  operating 
purposes,  and  to  receive  and  enjoy 
the  rentals  therefrom,  subject  to  the 
right  of  the  Director  General  to  can- 
cel any  such  lease  and  to  occupy  the 
premises  or  structures  whenever,  in 
his  judgment,  the  same  are  necessary 
for  operating  purposes.  All  expenses 
connected  with  any  such  property 
heretofore  or  hereafter  leased  or 
otherwise  occupied,  as  in  this  para- 
graph provided,  including  taxes 
thereon  which  during  the  test  period 
were  not  charged  to  railway  tax  ac- 
cruals, shall  be  paid  by  the  Company 


while  receiving  the  revenues  there- 
from. 

(b)  All  materials  and  supplies  on 
hand  at  midnight  December  31,  1917 


(c)  All  balances  in  the  account  or 
accounts  representing  the  total  of 
"Net  balance  receivable  from  agents 
and  conductors"  as  of  midnight  De- 
cember 31,  1917: 

Section  3. — Acceptance. 

Sec.  3.  (a)  The  Company  accepts 
all  the  terms  and  conditions  of  the 
Federal  Control  Act  and  any  regula- 
tion or  order  made  by  or  through  the 
President  under  authority  of  said  act 
or  of  that  portion  of  the  act  approved 
August  29,  1916,  referred  to  in  para- 
graph (a)  of  the  preamble  to  this 
agreement  which  authorizes  the 
President  in  time  of  war  to  take  pos- 
session, assume  control  and  utilize 
systems  of  transportation;  and  the 
Company  further  and  expressly  ac- 
cepts the  covenants  and  obligations  of 
the  Director  General  in  this  agree- 
ment set  out  and  the  rights  arising 
thereunder  in  full  adjustment,  set- 
tlement, satisfaction  and  discharge 
of  any  and  all  claims  and  rights,  at 
law  or  in  equity,  which  it  now  has  or 
hereafter  can  have,  otherwise  than 
under  this  agreement,  against  the 
United  States,  the  President,  the  Di- 
rector General  or  any  agent  or 
agency  thereof,  for  compensation 
under  the  Constitution  and  laws  of 
the  United  States,  for  the  taking  pos- 
session of  its  property,  and  for  the 
use,  control  and  operation  thereof 
during  Federal  Control,  and  for  any 
and  all  loss  and  damage  to  its  busi- 
ness or  traffic  by  reason  of  the  diver- 
sion thereof  or  otherwise  which  has 
been  or  may  be  caused  by  said  taking 


280 


WAR  HISTORY  OF  AMERICAN  RAILROADS 


or  by  said  possession,  use,  control  and 
operation. 

No  claim  is  made  by  the  Company 
for  compensation  for  the  period  be- 
tween noon  of  December  28  and  mid- 
night of  December  31,  1917;  and  the 
revenues  of  said  period  shall  belong 
to  the  Company,  and  the  expenses 
thereof  shall  be  paid  by  the  Com- 
pany, allocated  in  both  cases  as  pro- 
vided in  paragraph  (b)  of  section  4 
hereof. 

(b)  The  Company,  on  its  own  ini- 
tiative or  upon  the  request  of  the  Di- 
rector General,  shall  take  all  appro- 
priate and  necessary  corporate  action 
to  carry  out  the  obligations  assumed 
by  it  in  this  agreement  or  lawfully 
imposed  upon  it  by  or  pursuant  to 
the  proclamation  of  December  26, 
1917,  or  by  the  Federal  Control  Act. 

(c)  The  Federal  Control  Act  being 
in  section  16  thereof  expressly  de- 
clared to  be  emergency  legislation 
enacted  to  meet  conditions  growing 
out  of  war,  nothing  in  this  agreement 
shall  be  construed  as  expressing  or 
prejudicing  the  future  policy  of  the 
Federal  Government  concerning  the 
ownership,  control  or  regulation  of 
the  Company,  or  the  method  or  basis 
of  the  capitalization  thereof,  and  the 
recitals  or  provisions  of  this  agree- 
ment shall  not  be  used,  as  evidence  or 
otherwise,  by  or  against  either  party 
hereto  in  any  pending  or  future  pro- 
ceeding which  involves  the  acquisi- 
tion or  valuation  of  the  Company's 
property  or  any  part  thereof ;  but 
nothing  in  this  paragraph  shall  be 
taken  or  construed  as  affecting  the 
settlement  and  discharge  contained  in 
paragraph  (a)  of  this  section,  nor  as 
limiting  or  qualifying  any  of  the  pro- 
visions of  said  paragraph  for  the  pur- 
poses thereof,  nor  as  limiting  the  use 


of  this  agreement  as  evidence  in  any 
proceeding  under  this  agreement  or 
under  the  Federal  Control  Act. 

Section  4- — Operation  and  Account- 
ing during  Federal  Control. 

Sec.  4.  (a)  All  amounts  received 
by  the  Director  General  under  para- 
graph (c)  of  section  2  hereof  and  all 
other  amounts  whether  received  from 
the  Company  in  cash  or  collected  or 
realized  upon  by  him  from  current 
operating  assets  belonging  to  the 
Company  or  arising  from  railway 
operations  prior  to  midnight  of  De- 
cember 31,  1917,  shall  be  credited  by 
him  to  the  Company ;  and  the  Direc- 
tor General  shall,  to  the  extent  of  the 
cash  so  received  or  realized,  pay  and 
charge  to  the  Company  all  expenses 
arising  out  of  railway  operations 
prior  to  January  1,  1918,  including 
reparation  claims,  and,  unless  ob- 
jected to  by  the  Company,  may  pay 
and  charge  to  the  Company,  any  of 
such  expenses,  including  reparation 
claims,  in  excess  of  the  cash  so  re- 
ceived or  realized.  Balances  of  the 
above  accounts  shall  be  struck  quar- 
terly on  the  last  days  of  March,  June, 
September  and  December  of  each 
year,  and  the  cash  balance  found  on 
such  adjustments  to  be  due  either 
party  shall  be  then  payable  and,  if 
not  paid,  shall  bear  interest  at  the 
rate  of  6  per  cent  per  annum,  unless 
the  parties  shall  agree  upon  a  differ- 
ent rate;  except  that  the  rate  of  in- 
terest on  any  portion  of  a  balance 
found  due  to  the  Company  which  is 
derived  from  cash  in  bank  to  the 
credit  of  such  Company  on  interest, 
shall  be  adjusted  in  each  case  inde- 
pendently of  this  contract  as  the 
parties  may  agree. 
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(b)  Railway  operating  expenses, 
reparation  and  other  claims,  hire  of 
equipment  and  joint  facility  rents 
shall  be  allocated  with  reference  to 
the  time  when  incurred  as  between 
the  period  prior  and  subsequent  to 
midnight  of  December  31,  1917,  and 
as  between  the  period  of  Federal 
Control  and  the  period  subsequent 
thereto.  Railway  operating  revenues 
shall  be  allocated  as  between  the 
period  prior  and  subsequent  to  mid- 
night of  December  31,  1917,  in  ac- 
cordance with  the  established  accrual 
practices  of  the  Company;  except 
that  where  prior  to  midnight  of  De- 
cember 31,  1917,  the  Company's  part 
of  a  service  on  through  business  had 
been  completed  or  carload  lots  on  its 
own  line  had  reached  destination,  the 
revenue  of  the  Company  for  such 
service  shall  be  allocated  to  it;  but 
as  to  classes  of  traffic  where  in  the 
opinion  of  the  Director  General  such 
allocation  will  involve  undue  delay 
or  undue  absorption  of  accounting 
labor,  such  revenues  shall  be  allo- 
cated in  accordance  with  the  estab- 
lished accrual  practices  of  the  Com- 
pany. Like  methods  of  accruing  and 
allocating  such  revenues  shall  be 
made  at  the  end  of  Federal  Control. 

(c)  All  expenditures  made  by  the 
Director  General  during  Federal 
Control  for  additions  and  better- 
ments, exclusive  of  equipment,  or  for 
extensions  begun  prior  to  January 
1,  1918,  shall  be  charged  to  the  Com- 
pany, and  if  the  completion  of  any 
such  addition,  betterment  or  exten- 
sion is  approved  or  ordered  by  the 
Director  General,  the  Company  shall 
be  entitled  under  the  provisions  of 
paragraph  (d)  of  section  7  hereof  to 
interest  on  the  cost  thereof  from  the 
completion  of  the  work;  but  no  in- 


terest (except  to  the  extent  that  the 
same  may  be  allowed  and  included  in 
the  compensation  provided  for  in 
paragraph  (a)  of  section  7  hereof) 
shall  be  due  the  Company  upon  any 
such  expenditures  for  work  done 
prior  to  January  1,  1918.  Payments 
for  all  equipment  ordered  or  under 
construction  by  the  Company  prior  to 
January  1,  1918,  but  delivered  on  or 
after  that  date,  shall  also  be  consid- 
ered as  expenditures  made  by  order 
or  approval  of  the  Director  General 
under  paragraph  (d)  of  section  7 
hereof.  Interest  during  construction 
payable  under  this  paragraph,  and 
also  interest  during  construction  on 
the  cost  of  any  additions,  betterments 
and  road  extensions  made  by  the 
Company  or  at  its  expense  to  the 
Company's  property  during  Federal 
Control,  shall  be  included  in  the  cost 
of  the  work. 

(d)  Cash  receipts  or  disbursements 
and  other  items  arising  out  of  trans- 
actions which  do  not  enter  into  or 
form  a  part  of  those  used  in  deter- 
mining the  Company's  standard  re- 
turn shall  not  be  received  or  paid  by 
the  Director  General  unless  such 
transactions  are  negotiated  or  con- 
ducted by  his  order  for  account  of 
the  Company  and  with  its  consent. 
When  moneys  are  so  received  or  paid 
by  the  Director  General  in  connec- 
tion with  such  corporate  transactions 
they  shall  be  credited  or  charged  to 
the  Company.  There  shall  be  an  ac- 
counting of  the  amounts  due  by  one 
party  or  the  other  under  this  para- 
graph at  the  end  of  each  quarter 
year  of  Federal  Control,  and  the 
amount  so  found  due  shall  be  then 
payable  and  if  not  paid  shall  bear  in- 
terest as  provided  in  paragraph  (a) 
of  this  section. 
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(e)  All  sums  paid  by  the  Director 
General  to  maintain  pension  funds  or 
pension  obligations  or  practices,  and 
all  contributions  to  Young  Men's 
Christian  Associations  of  employees, 
employees'  savings  funds,  relief 
funds  or  Associations,  reading  rooms 
or  health,  accident  or  death  benefits 
for  employees,  shall  be  treated  as  a 
part  of  railway  operating  expenses 
during  Federal  Control. 

(f)  All  salaries  and  expenditures 
incurred  by  the  Company  during 
Federal  Control  for  purposes  which 
relate  to  the  existence  and  mainte- 
nance of  the  corporation,  or  to  the 
properties  of  the  Company  not  taken 
over  by  the  President,  or  to  negotia- 
tions, contracts,  valuations  or  any 
business  controversy  with  the  Gov- 
ernment or  any  branch  thereof,  and 
which  are  not  specially  authorized 
by  the  Director  General,  shall  be 
borne  by  the  Company ;  except  that 
the  expenses  of  valuation  now  being 
made  by  the  Commission  to  the  ex- 
tent that  they  are,  in  the  opinion  of 
the  Director  General,  necessary  to 
comply  with  the  valuation  orders  and 
other  requirements  of  the  Commis- 
sion and  to  the  cooperation  of  the 
Company  in  the  making  of  such  val- 
uation, shall  be  paid  by  the  Director 
General  as  a  part  of  railway  operat- 
ing expenses.  If  the  Company  is  dis- 
satisfied with  the  ruling  of  the  Direc- 
tor General  it  may  appeal  to  the  Com- 
mission, whose  decision  shall  be  final. 

(g)  The  Director  General  shall 
furnish  for  additions,  betterments 
and  road  extensions  to  the  Com- 
pany's property  approved  or  ordered 
by  him  any  of  the  materials  and  sup- 
plies taken  over  under  paragraph 
(b)  of  section  2  hereof,  or  purchased 
by  him  and  held  for  use  in  connec- 


tion with  the  Company's  property, 
in  so  far  as,  in  his  judgment,  he  can 
do  so  with  due  regard  to  his  own  re- 
quirements. Materials  and  supplies  so 
furnished  shall  be  charged  to  the 
Company  at  cost. 

(h)  The  Director  General  shall  at 
his  option  be  substituted  for  the 
period  of  Federal  Control  in  the 
place  of  the  Company  in  respect  of 
the  benefits  and  obligations  of  con- 
tracts relating  to  operation  in  force 
January  1,  1918  (including  contracts 
made  by  subsidiaries  for  the  use  and 
benefit  of  the  Company  and  the  right 
to  abrogate  or  change  and  make  new 
contracts  with  express  companies  for 
the  period  of  Federal  Control),  ex- 
cept  as  to  contracts  between  the  Com- 
pany and  subsidiary  companies  which 
shall  be  considered  and  treated  as 
arrangements  or  practices;  and  the 
Director  General  shall  in  like  man- 
ner at  his  option  be  substituted  for 
such  period  in  respect  of  the  benefits 
and  obligations  of  arrangements  and 
practices  in  force  during  the  test 
period  in  regard  to  fuel,  materials 
and  supplies  for  the  operation  of  the 
property  described  in  paragraph  (a) 
of  section  2  hereof  and  of  any  addi- 
tions, betterments  and  road  exten- 
sions thereto,  obtained  from  any 
mine,  oil  field  or  other  source  of  sup- 
ply owned  or  controlled  by  the  Com- 
pany, it  being  understood  that  under 
such  arrangements  or  practices,  if 
availed  of  by  the  Director  General, 
he  shall,  to  the  extent  necessary  to 
offset  any  increase  in  the  standard 
return  growing  out  of  the  furnishing 
by  the  Company  or  of  its  subsidi- 
aries, during  the  test  period,  of 
fuel,  materials  and  supplies  under 
an  arrangement  or  practice  at  less 
than  the  then  cost  or  the  then  market 
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value  thereof  for  railroad  purposes, 
be  charged  for  such  fuel,  materials 
and  supplies  a  price  expressed  in  dol- 
lars or  cents  per  unit  below  or  above 
the  then  cost  or  the  then  market  value 
thereof  for  railroad  purposes  (as  the 
practice  of  the  Company  may  have 
been)  in  the  same  amount  that  the 
prices  charged  the  Company  during 
the  test  period  were  below  or  above 
the  then  cost  or  the  then  market  value 
thereof  for  railroad  purposes;  and 
at  the  request  of  the  Director  Gen- 
eral or  the  Company  the  prices  for 
fuel  or  materials  supplied  between 
December  31,  1917,  and  the  execu- 
tion of  this  contract  shall  be  ad- 
justed on  the  foregoing  basis:  Pro- 
vided, hozvever,  That  a  source  of 
supply  which  the  Company  had  ac- 
quired to  safeguard  its  own  opera- 
tions shall  not  be  depleted  or  reduced 
for  use  on  other  transportation  sys- 
tems, except  in  cases  of  emergency 
to  be  determined  by  the  Director 
General,  in  which  event  the  quantity 
so  used  on  other  transportation  sys- 
tems shall  be  accounted  for  to  the 
Company  at  the  fair  value  thereof: 
And  provided  further,  That  materials 
and  supplies  secured  under  contracts 
which  the  Company  had  made  for  its 
own  operations  shall,  so  far  as  prac- 
ticable, be  used  on  the  Company's 
property,  and  that,  if  used  on  any 
other  transportation  system,  mate- 
rials and  supplies  of  like  character 
shall  be  furnished  by  the  Director 
General  for  use  in  making  such  addi- 
tions, betterments  and  road  exten- 
sions as  shall  be  chargeable  to  the 
Cormpany,  and  shall  be  charged  at 
cost  under  such  contracts. 

(i)  The  Director  General  shall 
pay,  or  save  the  Company  harmless 
from,  all  expenses  incident  to  or 


growing  out  of  the  possession,  opera- 
tion and  use  of  the  property  taken 
over  during  Federal  Control,  except 
the  expenses  which  under  this  agree- 
ment are  to  be  borne  by  the  Com- 
pany. He  shall  also  pay  or  save  the 
Company  harmless  from  all  rents 
called  in  the  monthly  reports  to  the 
Commission  equipment  rents  or  joint- 
facility  rents,  and  all  judgments  or 
decrees  that  may  be  recovered  or  is- 
sued against,  and  all  fines  and  pen- 
alties that  may  be  imposed  upon,  the 
Company  by  reason  of  any  cause  of 
action  arising  out  of  Federal  Control, 
or  of  anything  done  or  omitted  in  the 
possession,  operation,  use  or  control 
of  the  Company's  property  during 
Federal  Control,  except  judgments 
or  decrees  founded  on  obligations  of 
the  Company  to  the  Director  General 
or  the  United  States. 

(j)  Except  as  otherwise  provided 
in  this  agreement,  the  Director  Gen- 
eral shall  save  the  company  harmless 
from  any  and  all  liability,  loss  or  ex- 
pense resulting  from  or  incident  to 
any  claim  made  against  the  Company 
growing  out  of  anything  done  or 
omitted  during  Federal  Control  in 
connection  with,  or  incident  to,  opera- 
tion or  existing  contracts  relating  to 
operation,  and  shall  do  and  perforin, 
so  far  as  is  requisite  under  Federal 
Control  for  the  protection  of  the 
Company,  all  and  singular  the 
things,  of  which  he  may  have  notice, 
necessary  and  appropriate  to  pre- 
vent, because  of  Federal  Control  or 
of  anything  done  or  omitted  there- 
under, the  forfeiture  or  loss  by  the 
Company  of  any  of  its  property 
rights,  ordinance  rights  or  franchises, 
or  of  its  trackage,  lease,  terminal  or 
other  contracts  involving  a  facility 
of  operation;  but  nothing  herein  con- 
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tained  shall  be  construed  to  require 
the  Director  General  to  make  any 
capital  expenditure  necessary  to  pre- 
serve a  franchise  or  ordinance  right 
not  heretofore  availed  of  by  the  Com- 
pany. The  Director  General  shall 
also  save  the  Company  harmless  from 
any  and  all  claims  for  breach  of  cove- 
nant heretofore  entered  into  by  the 
Company  or  by  any  predecessor  in 
title  or  interest  in  any  mortgage  or 
other  instrument  in  respect  to  insur- 
ance against  losses  by  fire. 

Nothing  in  this  or  in  the  preced- 
ing paragraph  shall  be  construed  to 
be  an  assumption  by  the  Director 
General  of,  or  to  make  him  liable  on, 
any  obligation  of  the  Company  to 
pay  a  debt  secured  by  a  mortgage 
or  any  rent  under  a  lease,  except 
rents  'which  during  the  test  period 
were  called  in  the  monthly  reports 
to  the  Commission  equipment  rents 
and  joint  facility  rents  and  rents 
which  under  the  accounting  rides  of 
the  Commission  in  force  during  the 
test  period  were  classified  as  oper- 
ating expenses. 

The  Company  shall,  during  Fed- 
eral Control,  pay  the  rents  of  any 
property,  held  by  it  under  lease  or 
contract,  described  in  paragraph  (a) 
of  section  2  hereof,  except  the  rents 
which  during  the  test  period  were, 
under  the  rules  of  the  Commission, 
classified  as  equipment  rents  or  joint 
facility  rents,  and  rents  which  were 
classified  as  operating  expenses ; 
which  excepted  rents  shall  be  paid 
by  the  Director  General.  If  the  lease 
of,  or  right  to  use,  any  property  de- 
scribed in  paragraph  (a)  of  said  sec- 
tion 2  expires  during  Federal  Con- 
trol, the  Company  shall,  if  possible, 
and  if  requested  by  the  Director 
General,  renew  the  same;  the  rental, 


however,  of  property  in  the  excepted 
classes  above  mentioned  shall  be  paid 
by  the  Director  General.  The  Com- 
pany shall  pay  the  same  amount  of 
rent  as  was  payable  at  the  begin- 
ning of  Federal  Control  for  other 
property,  the  lease  of  or  right  to  use 
which  is  renewed  at  the  request  of 
the  Director  General,  but  any  in- 
crease in  the  rental  of  such  other 
property  shall  be  paid  by  the  Direc- 
tor General. 

(k)  In  carrying  out  the  provisions 
of  paragraphs  (a),  (b),  (c)  and  (d) 
of  this  section  and  the  provisions  of 
section  6  hereof  the  Director  General 
shall  not  settle  any  claim  by  or 
against  the  Company  against  the  ob- 
jection in  writing  of  the  president  or 
of  any  other  duly  authorized  officer 
of  the  Company.  The  conduct  of  all 
litigation  before  any  court  or  com- 
mission arising  out  of  such  disputed 
claims,  or  out  of  operation  prior  to 
Federal  Control,  shall  be  in  charge 
of  the  Director  General's  legal  force 
and  the  expense  thereof  shall  be  paid 
by  the  Director  General ;  but  the 
Company  may,  at  its  own  expense, 
employ  special  counsel  in  connection 
with  any  such  litigation. 

(1)  Nothing  in  this  agreement  shall 
be  construed  as  inconsistent  with  the 
provision  in  section  10  of  the  Federal 
Control  Act  that  no  process,  mesne  or 
final,  shall  be  levied  against  any 
property  under  Federal  Control,  nor 
as  a  waiver  by  the  United  States  of 
any  claim  that  might  otherwise  be 
made  by  it  that  the  rights  of  any 
State  or  subdivision  thereof  or  of 
any  individual  or  corporation  have 
been  abrogated  or  suspended  by  the 
taking  over  of  the  Company's  prop- 
erty or  by  Federal  Control. 

(m)  The  Company  shall  have  the 
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right  at  all  reasonable  times  to  in- 
spect the  books  and  accounts  kept  by 
the  Director  General  relating  to  the 
property  of  the  Company,  or  to  the 
operation  thereof,  and  the  Director 
General  shall  during  Federal  Con- 
trol furnish  the  Company  with  a  copy 
of  the  operating  reports  relating  to 
its  property,  and  as  soon  as  practi- 
cable after  the  end  of  each  fiscal 
year  shall  furnish  to  the  Company 
a  complete  list  of  its  equipment  as 
of  the  end  of  such  fiscal  year. 

Section  5. — Upkeep. 

Sec.  5.  (a)  During  the  period  of 
Federal  Control  the  Director  Gen- 
eral shall,  annually,  as  nearly  as 
practicable,  expend  and  charge  to 
railway  operating  expenses,  either  in 
payments  for  labor  and  materials  or 
by  payments  into  funds,  such  sums 
for  the  maintenance,  repair,  renewal, 
retirement  and  depreciation  of  the 
property  described  in  paragraph  (a) 
of  section  2  hereof  as  may  be  requi- 
site in  order  that  such  property  may 
be  returned  to  the  Company  at  the 
end  of  Federal  Control  in  substan- 
tially as  good  repair  and  in  substan- 
tially as  complete  equipment  as  it 
was  on  January  1,  1918:  Provided, 
however,  That  the  annual  expendi- 
ture and  charges  for  such  purposes 
during  the  period  of  Federal  Control 
on  such  property  and  the  fair  distri- 
bution thereof  over  the  same,  or  the 
payment  into  funds  of  an  amount 
equal  in  the  aggregate  (subject  to 
the  adjustments  provided  in  para- 
graph (c)  and  to  the  provisions  of 
paragraph  (e)  of  this  section)  to 
the  average  annual  expenditure  and 
charges  for  such  purposes  included 
under  the  accounting  rules  of  the 


Commission  in  railway  operating  ex- 
penses during  the  test  period,  less 
the  cost  of  fire  insurance  included 
therein,  shall  be  taken  as  a  full  com- 
pliance with  the  foregoing  covenant. 

(b)  The  Director  General  may  ex- 
pend such  sums,  if  any,  in  addition  to 
those  expended  and  charged  under 
paragraph  (a)  of  this  section  (sub- 
ject to  the  adjustments  provided  in 
paragraph  (c)  of  this  section)  as  may 
be  requisite  for  the  safe  operation  of 
the  property  described  in  paragraph 
(a)  of  section  2  hereof,  assuming  a 
use  similar  to  the  use  during  the  test 
period  and  not  substantially  enhanc- 
ing the  cost  of  maintenance  over  the 
normal  standard  of  maintenance  of 
railroads  of  like  character  and  busi- 
ness during  said  period;  and  the 
amount,  if  any,  of  such  excess  expen- 
ditures during  Federal  Control  shall 
be  made  good  by  the  Company  as 
provided  in  paragraph  (b)  of  section 
7  hereof. 

(c)  In  comparing  the  amounts  ex- 
pended and  charged  under  the  pro- 
visions of  paragraphs  (a)  and  (b) 
of  this  section  with  the  amounts  ex- 
pended and  charged  during  the  test 
period,  due  allowance  shall  be  made 
for  any  difference  that  may  exist  be- 
tween the  cost  of  labor  and  materials 
and  between  the  amount  of  property 
taken  over  and  the  average  for  the 
test  period,  and,  as  to  paragraph  (a), 
for  any  difference  in  use  between 
that  of  the  test  period  and  during 
Federal  Control  which  in  the  opinion 
of  the  Commission  is  substantial 
enough  to  be  considered,  so  that  the 
result  shall  be,  as  nearly  as  prac- 
ticable, the  same  relative  amount, 
character  and  durability  of  physical 
reparation. 
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(d)  At  the  request  of  either  party 
there  shall  be  an  accounting  of  the 
amounts  due  by  one  party  or  the 
other  under  paragraphs  (a)  and  (b) 
of  this  section  at  the  end  of  each  year 
of  Federal  Control  and  at  the  end  of 
Federal  Control. 

(e)  If  during  Federal  Control  any 
of  the  property  described  in  para- 
graph (a)  of  section  2  hereof  or  any 
replacement  thereof  or  addition 
thereto  or  betterment  or  extension 
thereof  is  destroyed  or  damaged 
otherwise  than  by  fire  or  public  ene- 
mies, and  is  not  restored  or  replaced 
by  the  Director  General,  he  shall  re- 
imburse the  Company  the  value  of 
the  property  destroyed  or  the  amount 
of  the  damage  at  the  time  of  the  loss, 
and  the  cost  of  restoration  or  replace- 
ment, or  said  value  or  damage,  as  the 
case  may  be,  shall  be  charged  to  an- 
nual railway  operating  expenses;  it 
being  understood  that  extraordinary 
losses  caused  by  floods,  explosions, 
train  wrecks  or  accident  are  included 
in  the  matters  covered  by  this  para- 
graph, while  ordinary  losses  due  to 
such  causes  are  included  in  the  mat- 
ters covered  by  paragraph  (a)  of 
this  section:  Provided,  however,  That 
if  the  Commission,  on  application  of 
either  party  and  after  giving  due 
consideration  to  the  practice  of  the 
Company  during  the  test  period  in 
respect  to  such  matters  and  to  any 
other  pertinent  facts  and  circum- 
stances, determines  that  it  is  just  and 
reasonable  that  the  said  cost  or  value 
shall  be  apportioned  or  extended  over 
a  period  of  more  than  one  year,  this 
shall  be  done,  and  so  much  of  said 
cost  or  value  as  may  be  apportioned 
by  the  Commission  over  the  period 
subsequent  to  Federal  Control,  shall 
be  charged  to  the  Company  in  the 


final  accounting  at  the  end  of  Fed- 
eral Control  and  shall  be  paid  by  it. 

If,  during  Federal  Control,  any  of 
the  property  described  in  paragraph 
(a)  of  section  2  hereof  or  any  re- 
placement thereof  or  addition  thereto 
or  betterment  or  extension  thereof  is 
destroyed  or  damaged  by  fire,  and  is 
not  restored  or  replaced  by  the  Direc- 
tor General,  he  shall  reimburse  the 
Company  the  value  of  the  property 
destroyed  or  the  amount  of  the  dam- 
age at  the  time  of  the  fire;  and  the 
cost  of  restoration  or  replacement,  or 
said  value  or  damage,  as  the  case 
may  be,  shall  be  charged  to  annual 
railway  operating  expenses,  but  the 
same  shall  not  be  considered  a  charge 
to  such  expenses  for  the  purposes 
specified  in  paragraph  (a)  of  this 
section. 

In  case  of  any  such  loss  or  dam- 
age by  fire,  the  Director  General 
shall,  if  given  written  notice  of  the 
requirements  of  any  mortgage,  equip- 
ment lease  or  trust  on  the  property 
so  destroyed  or  damaged,  make  such 
restoration  or  replacement,  or  pay 
such  value  or  damage,  in  such  way  as 
to  meet  the  requirements  of  such 
mortgage,  equipment  lease  or  trust  in 
the  same  manner  as  would  have  been 
proper  in  applying  the  proceeds  of 
insurance  on  such  property  if  it  had 
been  insured  by  the  Company  against 
loss  or  damage  by  fire  in  accordance 
with  the  terms  of  such  instruments  of 
lien ;  and  a  compliance  with  the  writ- 
ten request  of  the  Company  in  respect 
thereof  shall  be  a  full  acquittance  of 
any  obligation  of  the  Director  Gen- 
eral in  the  premises. 

The  foregoing  parts  of  this  para- 
graph are  subject  to  the  proviso  that 
in  case  of  loss  or  damage  any  addi- 
tions and  betterments  made  in  con- 
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nection  with  or  as  a  part  of  the  resto- 
ration or  replacement  of  property 
damaged  or  destroyed  and  charge- 
able under  the  accounting  rules  of 
the  Commission  in  force  December 
31,  1917,  to  investment  in  road  and 
equipment,  shall  be  charged  to  and 
paid  by  the  Company. 

The  Director  General  shall  not  be 
liable  to  the  Company  for  any  loss  or 
damage  due  to  the  acts  of  public 
enemies. 

(f)  If  any  additions,  betterments 
or  road  extensions  are  made  to  the 
property  taken  over  or  any  equip- 
ment is  added  at  the  expense  of  the 
Company  and  with  the  approval  or 
by  order  of  the  Director  General  dur- 
ing Federal  Control,  he  shall  expend 
and  charge  to  railway  operating  ex- 
penses such  sums  either  in  payments 
for  labor  and  materials  or  by  pay- 
ments into  funds,  as  may  be  requisite 
for  the  proper  maintenance,  repair, 
renewal,  retirement  and  depreciation 
of  such  property  until  the  end  of 
Federal  Control. 

(g)  The  Company  shall  have  the 
right  to  inspect  its  property  at  all 
reasonable  times  during  Federal 
Control,  and  the  Director  General 
shall  provide  reasonable  facilities  for 
such  inspection. 

(h)  If  any  question  shall  arise, 
either  during  or  at  the  end  of  Federal 
Control,  as  to  whether  the  covenants 
or  provisions  in  this  section  contained 
are  being  or  have  been  observed,  the 
matter  in  dispute  shall,  on  the  appli- 
cation of  either  party,  be  referred  to 
the  Commission  which,  after  hearing, 
shall  make  such  findings  and  order 
as  justice  and  right  may  require, 
which  shall  be  final  as  to  the  ques- 
tions submitted  and  shall  be  binding 
on   and  observed   by  both  parties 


hereto,  except  that  either  party  may 
take  any  question  of  law  to  the 
courts,  if  he  or  it  so  desires. 

Section  6.— Taxes. 

Sec.  6.  (a)  All  taxes  assessed  un- 
der Federal  or  any  other  govern- 
mental authority  for  the  period  prior 
to  January  1,  1918,  including  a  pro- 
portionate part  of  any  such  tax  as- 
sessed after  December  31,  1917,  for 
a  period  which  includes  any  part  of 
1917  or  preceding  years,  and  unpaid 
on  that  date,  all  taxes  commonly 
called  war  taxes  which  have  been  or 
may  be  assessed  against  the  Com- 
pany under  the  act  of  Congress  en- 
titled "An  act  to  provide  revenue  to 
defray  war  expenses  and  for  other 
purposes,"  approved  October  3,  1917, 
or  under  any  act  in  addition  thereto 
or  in  amendment  thereof,  and  all 
taxes  which  have  been  or  may  be  as- 
sessed on  property  under  construc- 
tion, and  all  assessments  which  have 
been  or  may  be  made  for  public  im- 
provements, chargeable  under  the  ac- 
counting rules  of  the  Commission  in 
force  December  31,  1917,  to  invest- 
ment in  road  and  equipment,  shall  be 
paid  by  the  Company;  but  upon  the 
amount  thus  chargeable  to  invest- 
ment interest  shall  be  paid  to  the 
Company  during  Federal  Control  at 
the  rate  provided  in  paragraph  (d) 
of  section  7  hereof.  Taxes  assessed 
during  construction  on  additions,  bet- 
terments and  road  extensions  made 
by  the  Company  with  the  approval  or 
by  order  of  the  Director  General 
during  Federal  Control,  shall  be  con- 
sidered a  part  of  the  cost  of  such 
additions,  betterments  and  extensions 
and  shall,  under  the  provisions  of 
paragraph  (d)  of  section  7  hereof, 
bear  interest  as  a  part  of  such  cost 
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from  the  date  of  the  completion  of 
such  additions,  betterments  or  exten- 
sions. Assessments  for  public  im- 
provements which  do  not  become  a 
part  of  the  property  taken  over  shall 
bear  interest  from  the  date  of  the 
payment  of  such  assessment. 

(b)  If  any  tax  or  assessment  which 
under  this  agreement  is  to  be  paid 
by  the  Company  is  not  paid  by  it 
when  due,  the  same  may  be  paid  by 
the  Director  General  and  deducted 
from  the  next  installment  of  compen- 
sation due  under  section  7  hereof.  If 
any  taxes  properly  chargeable  to  the 
Director  General  have  been  or  shall 
be  paid  by  the  Company,  it  shall  be 
duly  reimbursed  therefor. 

(c)  The  Director  General  shall 
either  pay  out  of  revenues  derived 
from  railway  operation  during  the 
period  of  Federal  Control  or  shall 
save  the  Company  harmless  from  all 
taxes  lawfully  assessed  under  Fed- 
eral or  any  other  governmental  au- 
thority for  any  part  of  said  period 
on  the  property  under  such  control, 
or  on  the  right  to  operate  as  a  car- 
rier, or  on  the  revenues  derived  from 
operation,  and  all  other  taxes  which 
under  the  accounting  rules  of  the 
Commission  in  force  December  31, 
1917,  are  properly  chargeable  to 
"railway  tax  accruals,"  except  the 
taxes  and  assessments  for  which  pro- 
vision is  made  in  paragraph  (a)  of 
this  section.  The  Director  General 
shall  pay  or  save  the  Company  harm- 
less from  the  expense  of  all  suits  re- 
specting the  classes  of  taxes  payable 
by  him  under  this  agreement. 

(d)  If  any  such  tax  is  for  a  period 
which  began  before  January  1,  1918, 
or  continues  beyond  the  period  of 
Federal  Control,  such  portion  of  such 
tax  as  may  be  apportionable  to  the 


period  of  Federal  Control  shall  be 
paid  by  the  Director  General,  and 
the  remainder  shall  be  paid  by  the 
Company. 

(e)  Whenever  a  period  for  which 
a  tax  is  assessed  cannot  be  definitely 
determined,  so  much  of  such  tax  as 
is  payable  in  any  calendar  year  shall 
be  treated  as  assessed  for  such  year. 

Section  7. — Compensation. 

Sec.  7.  (a)  The  annual  compensa- 
tion guaranteed  to  the  Company  un- 
der section  1  of  the  Federal  Control 

Act  shall  be  the  sum  of  

dollars  and  cents  ($  ) 

during  each  year  and  pro  rata  for 
each  fractional  part  of  a  year  of  Fed- 
eral Control,  subject,  however,  to 
any  increase  or  decrease  in  the  stand- 
ard return  hereafter  made  by  the 
Commission  as  provided  in  para- 
graph (d)  of  the  preamble  of  this 
agreement. 

(b)  The  said  compensation  shall 
be  paid  to  the  Company  quarterly  in 
equal  installments  on  the  last  days  of 
March,  June,  September  and  Decem- 
ber of  each  year  for  the  quarter  end- 
ing therewith,  except  that  the  first 
three  installments  shall  be  due  as  of 
March  31,  1918,  June  30,  1918,  and 
September  30,  1918,  respectively,  but 
shall  be  paid  upon  the  execution  of 
this  agreement;  but  from  each  in- 
stallment there  may  be  deducted  any 
amount  then  due  by  the  Company 
under  paragraphs  (a)  and  (d)  of 
section  4  hereof,  under  paragraph 
(b)  of  section  5  hereof,  and  under 
paragraph  (b)  of  section  6  hereof, 
and  all  amounts  required  to  reim- 
burse the  United  States  for  the  cost 
of  additions  and  betterments  made  to 
the  property  of  the  Company  not 


APPENDIX  TO  CHAPTER  X 


289 


justly  chargeable  to  the  United 
States,  unless  such  matters  are  fi- 
nanced or  otherwise  taken  care  of  by 
the  Company  to  the  satisfaction  of 
the  Director  General,  and  the  Di- 
rector General  may  apportion  any 
such  amounts  to  two  or  more  subse- 
quent installments:  Provided,  hozv- 
ever,  That  said  power  to  deduct 
amounts  due  or  accruing  under  para- 
graph (b)  of  section  5  hereof  and 
the  cost  of  additions  and  betterments 
not  justly  chargeable  to  the  United 
States  shall  not  be  so  exercised  as  to 
prevent  the  Company  from  paying 
out  the  sums  reasonably  required  to 
support  its  corporate  organization, 
to  keep  up  sinking  funds  for  the 
Company's  debts  required  by  con- 
tracts in  force  December  31,  1917,  to 
pay  its  taxes,  to  pay  rents  and  other 
amounts  (not  chargeable  to  capital 
account)  properly  payable  by  the 
Company  for  leased  or  operated 
roads  and  properties,  to  pay  interest 
which  has  heretofore  been  regularly 
paid  by  the  Company,  and  interest 
on  loans  issued  during  Federal  Con- 
trol and  approved  by  the  Director 
General,  nor  shall  such  deduction  be 
made  in  respect  of  additions  and  bet- 
terments which  are  for  war  purposes 
and  not  for  the  normal  development 
of  the  Company,  nor  in  respect  of 
road  extensions,  nor  in  respect  of 
amounts  due  under  paragraphs  (a) 
and  (d)  of  section  4  hereof,  in  cases 
■where  the  current  assets,  including 
materials  and  supplies,  of  the  Com- 
pany taken  over  by  the  Director  Gen- 
eral under  the  provisions  of  this 
agreement  clearly  exceed  the  current 
liabilities  of  the  Company  paid  or 
assumed  by  the  Director  General 
under  said  section.  In  the  event  of  a 
difference  as  to  the  fact  whether  ad- 


ditions and  betterments  are  for  war 
purposes  and  not  for  the  normal  de- 
velopment of  the  Company,  or  as  to 
whether  an  addition  is  a  road  exten- 
sion, the  question  may,  on  application 
of  either  party,  be  referred  to  and 
determined  by  the  Commission. 

The  power  provided  in  this  para- 
graph to  deduct  the  amount  due  by 
the  Company  for  the  cost  of  addi- 
tions and  betterments  not  justly 
chargeable  to  the  United  States  is 
further  declared  to  be  an  emergency 
power,  to  be  used  by  the  Director 
General  only  when  he  finds  that  no 
other  reasonable  means  is  provided 
by  the  Company  to  reimburse  the 
United  States,  and,  as  contemplated 
by  the  President's  proclamation  and 
by  the  Federal  Control  Act,  it  will  be 
the  policy  of  the  Director  General 
to  so  use  such  power  of  deduction  as 
not  to  interrupt  unnecessarily  the 
regular  payment  of  dividends  as 
made  by  the  Company  during  the  test 
period. 

Overdue  installments  of  compen- 
sation, or  balances  thereof,  provided 
for  in  this  section  shall  bear  interest 
from  maturity  at  the  rate  of  five  per 
cent  per  annum,  except  that  if  the 
Director  General  shall,  prior  to  the 
execution  of  this  contract,  have 
loaned  the  Company  any  money,  the 
installments  of  compensation  overdue 
at  the  date  of  the  execution  hereof 
shall  bear  interest  from  maturity  at 
the  same  rate  as  that  charged  to  the 
Company  on  such  loans. 

(c)  During  Federal  Control  the 
Company  shall  not,  without  the  prior 
approval  of  the  Director  General,  is- 
sue any  bonds,  notes,  equipment  trust 
certificates,  stock  or  other  securities, 
or  enter  into  any  contracts  (except 
contracts  in  respect  of  corporate  af- 
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fairs  and  property  not  taken  under 
Federal  Control),  or  agree  to  pay  in- 
terest on  its  debt  at  a  higher  rate,  or 
for  rent  of  leased  roads  and  prop- 
erties a  larger  amount,  than  the  rates 
and  amounts  payable  as  of,  or  re- 
quired by  contracts  in  force  on,  De- 
cember 31,  1917.  The  Company 
may,  however,  procure  the  authenti- 
cation and  delivery  to  it  under  any 
mortgage  or  trust  deed  or  agreement 
in  force  December  31,  1917,  of  bonds 
or  notes  issuable  thereunder  in  re- 
spect of  additions,  betterments,  ex- 
tensions and  equipment,  or  for  re- 
funding purposes. 

(d)  Upon  the  cost  of  additions  and 
betterments,  less  retirements  in  con- 
nection therewith,  and  upon  the  cost 
of  road  extensions,  made  to  the  prop- 
erty of  the  Company  during  Federal 
Control,  the  Director  General  shall, 
from  the  completion  of  the  work,  pay 
the  Company  a  reasonable  rate  of 
interest,  to  be  fixed  by  him  on  each 
occasion.  In  fixing  such  rate  or  rates 
he  may  take  into  account  not  merely 
the  value  of  money  but  all  pertinent 
facts  and  circumstances,  whether  the 
money  used  was  derived  from  loans 
or  otherwise,  provided  that  to  the  ex- 
tent that  the  money  is  advanced  by 
the  Director  General  or  is  obtained 
by  the  Company  from  loans  or  from 
the  proceeds  of  securities  the  rate 
or  rates  shall  be  the  same  as  that 
charged  by  the  Director  General  for 
loans  to  the  Company  or  to  other 
companies  of  similar  credit. 

(e)  From  its  compensation  so  re- 
ceived or  from  other  income,  if  ade- 
quate for  the  purpose,  the  Company 
shall  make  all  payments  of  interest, 
rents  (other  than  the  equipment 
rents,  joint  facility  rents  and  rents 
classified  as  operating  expenses,  men- 


tioned in  paragraph  (j)  of  section  4 
hereof),  and  other  sums  necessary 
to  prevent  a  default  under  any  mort- 
gage or  lease  of  any  of  the  property 
described  in  paragraph  (a)  of  sec- 
tion 2  hereof ;  and  if  at  any  time  dur- 
ing Federal  Control  the  Company,  by 
virtue  of  any  change  in  the  right  of 
possession  (subject  to  the  rights  of 
the  United  States)  to  any  of  said 
property  or  otherwise,  shall  no  longer 
be  entitled  as  between  itself  and  any 
other  person  or  corporation  to  receive 
the  entire  compensation  herein  pro- 
vided, such  compensation  shall  be  ap- 
portioned and  paid,  as  between  the 
parties  entitled  thereto,  as  justice 
and  right  may  require. 

Section  8. — Claims  for  Losses  on 
Additions,  etc. 

Sec.  8.  (a)  Prompt  notice  in  writ- 
ing, except  as  provided  in  paragraph 
(d)  of  this  section,  shall  be  given  the 
Company  of  the  making  or  ordering 
of  any  additions,  betterments  or  road 
extensions,  including  terminals,  mo- 
tive power,  cars  or  other  equipment 
to  or  for  the  property  of  the  Com- 
pany costing  more  than  one  thousand 
dollars,  with  an  estimate  of  the  cost 
thereof.  Such  notice  shall  be  given 
before  the  beginning  of  the  work  or 
the  acquisition  of  the  property  when- 
ever in  the  judgment  of  the  Director 
General  it  is  practicable  to  do  so. 
Within  a  reasonable  time  after  the 
completion  of  the  work  or  the  acqui- 
sition of  the  property,  a  written 
statement  of  the  final  cost  thereof 
shall  be  given  the  Company.  There 
shall  be  furnished  the  Company, 
as  soon  as  practicable  after  the 
end  of  each  month,  a  written  state- 
ment of  all  expenditures  estimated 
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to  cost  one  thousand  dollars  or 
less  chargeable  to  investment  in 
road  and  equipment  made  during  the 
month,  with  a  brief  description  of  the 
work  done  or  of  the  property  ac- 
quired ;  and  such  statement  shall  con- 
stitute all  the  notice  of  additions  and 
betterments  costing  one  thousand 
dollars  or  less  required  by  (b)  and 
(c)  of  this  section.  The  notices  pro- 
vided in  this  paragraph  may  be  given 
to  the  president  of  the  Company  un- 
less the  Company  designates  some 
other  officer  to  receive  the  same,  in 
which  event  the  notice  shall  be  given 
to  such  other  officer. 

(b)  Any  claim  of  the  Company  for 
loss  accruing  to  it  by  reason  of  ex- 
penditures for  additions  and  better- 
ments made  to  the  property  of  the 
Company  during  Federal  Control  in 
connection  with  or  as  a  part  of  the 
work  of  maintaining,  repairing  and 
renewing  the  Company's  property 
and  chargeable  under  the  accounting 
rules  of  the  Commission  in  force  De- 
cember 31,  1917,  to  investment  in 
road  and  equipment,  except  such  ex- 
penditures as  are  incurred  in  connec- 
tion with  the  replacement  of  build- 
ings and  structures  in  new  locations, 
may  be  determined  by  agreement  be- 
tween the  Director  General  and  the 
Company,  or,  failing  such  agreement, 
as  to  the  fact  or  amount  of  such  loss, 
the  questions  at  issue  may,  upon  the 
application  of  either  party  at  any 
time  after  the  filing  of  the  statement 
of  claim  hereinafter  referred  to,  be 
ascertained  in  the  manner  provided  in 
section  3  of  the  Federal  Control  Act: 
Provided,  however,  That  no  loss  shall 
be  claimed  by  the  Company  and  no 
money  shall  be  due  to  it  in  respect  of 
such  additions  and  betterments  upon 
the    ground   that   the    actual  cost 


thereof  at  the  time  of  construction 
was  greater  than  under  other  market 
and  commercial  conditions ;  and  for 
the  purpose  of  determining  such  con- 
troversy the  amount  paid  for  any  ad- 
dition or  betterment  shall  be  deemed 
the  fair  and  reasonable  cost  thereof 
and  shall  be  taken  as  the  basis  for 
such  determination ;  nor  unless  the 
Company,  within  sixty  days  of  notice 
to  it  that  the  work  will  be  done,  shall 
give  the  Director  General  notice  of 
objection  thereto  and  shall  file  with 
the  Director  General  a  statement  of 
its  claim  within  ninety  days  after  no- 
tice of  the  completion  of  the  work. 

(c)  Any  claim  of  the  Company  for 
loss  accruing  to  it  by  reason  of  any 
additions  and  betterments  which  are 
not  made  in  connection  with  or  as  a 
part  of  the  work  of  maintaining,  re- 
pairing and  renewing  the  Company's 
property,  or  accruing  to  it  in  connec- 
tion with  maintenance  in  the  replace- 
ment of  buildings  and  structures  in 
new  locations,  or  by  reason  of  road 
extensions,  terminals,  motive  power, 
cars  or  other  equipment  made  to  or 
provided  for  the  property  of  the 
Company  during  Federal  Control, 
may  be  determined  by  agreement  be- 
tween the  Director  General  and  the 
Company,  or  failing  such  agreement 
as  to  the  fact  or  amount  of  such  loss, 
may,  by  proceedings  instituted  not 
later  than  six  months  after  the  end 
of  Federal  Control,  be  ascertained  in 
the  manner  provided  in  section  3  of 
the  Federal  Control  Act:  Provided, 
however,  That  no  loss  shall  be 
claimed  by  the  Company  and  no 
money  shall  be  due  to  it  in  respect 
of  such  additions,  betterments,  road 
extensions,  terminals,  motive  power, 
cars  or  other  equipment  mentioned  in 
this  paragraph  upon  the  ground  that 
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the  actual  cost  thereof  at  the  time 
of  construction  or  acquisition  was 
greater  than  under  other  market  and 
commercial  conditions ;  and  for  the 
purpose  of  determining  such  contro- 
versy the  amount  paid  for  any  addi- 
tions, betterments,  road  extensions, 
terminals,  motive  powers,  cars  or 
other  equipment  shall  be  deemed  the 
fair  and  reasonable  cost  thereof  and 
shall  be  taken  as  the  basis  for  such 
determination ;  nor  unless  within 
sixty  days  after  notice  to  the  Com- 
pany of  such  construction  or  acquisi- 
tion written  notice  is  given  to  the 
Director  General  by  the  Company 
that  it  will  claim  a  loss  in  respect 
thereof.  With  and  as  a  part  of  such 
notice  the  Company  shall  state  its 
objections  to  such  construction  or  ac- 
quisition as  far  as  reasonably  prac- 
ticable at  the  time.  Nothing  in  this 
agreement  shall  be  construed  as  bar- 
ring the  United  States  from  contend- 
ing that  no  loss  within  the  meaning 
of  the  Federal  Control  Act  accrued 
to  the  Company  by  reason  of  any 
additions,  betterments  or  road  exten- 
sions made  during  Federal  Control 
by  order  or  approval  of  the  Director 
General,  if  it  is  made  to  appear  that 
the  Company  itself  but  for  Federal 
Control  should  in  the  exercise  of 
sound  judgment  have  made  such  ad- 
dition, betterment  or  road  extension. 

(d)  Where  additions,  betterments 
or  road  extensions  or  terminals,  mo- 
tive power,  cars  or  other  equipment 
have  been  made  to  or  provided  for 
the  property  of  the  Company  during 
Federal  Control  but  prior  to  the  exe- 
cution of  this  agreement,  the  Direc- 
tor General  shall  not  be  required  to 
give  the  notice  thereof  provided  for 
in  paragraph  (a)  of  this  section  and 
notice  by  the  Company  of  any  claim 


of  loss  in  respect  thereto  may  be 
given  the  Director  General  within 
ninety  days  after  the  execution 
hereof;  and  such  claims  shall  there- 
after be  jjroceeded  witli  in  the  man- 
ner provided  in  paragraph  (b)  or 
paragraph  (c)  of  this  section,  as  the 
case  may  be. 

(e)  The  Director  General  shall  re- 
imburse the  Company  for  the  amount 
of  loss  ascertained  under  this  section 
with  a  power  adjustment  of  interest 
thereon. 

(f)  The  Director  General  shall  not 
acquire  any  motive  power,  cars  or 
other  equipment  at  the  expense,  or 
on  the  credit,  of  the  Company  in  ex- 
cess of  what  in  his  judgment  is  neces- 
sary, in  addition  to  its  then  existing 
equipment,  to  provide  for  the  traffic 
requirements  of  its  own  system  of 
transportation;  but  this  provision 
shall  not  prevent  the  Director  Gen- 
eral, after  the  acquisition  of  such 
equipment,  from  using  the  same,  or 
any  part  thereof,  on  the  line  of  any 
other  transportation  system  operated 
by  him. 

Section  9. — Final  Accounting. 

Sec.  9.  (a)  At  the  end  of  Federal 
Control  all  the  property  described  in 
paragraph  (a)  of  section  2  hereof 
shall  be  returned  to  the  Company,  to- 
gether with  all  repairs,  renewals,  ad- 
ditions, betterments,  replacements 
and  road  extensions  thereto  which 
have  been  made  during  Federal  Con- 
trol, except  as  any  part  thereof  may 
have  been  destroyed  or  retired  and 
not  replaced,  in  which  case  the  pro- 
visions of  section  5  hereof  shall  gov- 
ern and  except  that  the  Director  Gen- 
eral shall  not  be  obliged  to  restore  or 
replace  property  destroyed  or  dam- 
aged by  the  acts  of  public  enemies. 
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(b)  At  the  end  of  Federal  Control 
the  Director  General  shall  return  to 
the  Company  all  uncollected  accounts 
received  by  him  from  the  Company 
and  also  materials  and  supplies  equal 
in  quantity,  quality,  and  relative  use- 
fulness to  that  of  the  materials  and 
supplies  which  he  received  and  to  the 
extent  that  the  Director  General  does 
not  return  such  materials  and  sup- 
plies he  shall  account  for  the  same 
at  prices  prevailing  at  the  end  of 
Federal  Control.  To  the  extent  that 
the  Company  receives  materials  and 
supplies  in  excess  of  those  delivered 
by  it  to  the  Director  General  it  shall 
account  for  the  same  at  the  prices 
j>revailing  at  the  end  of  Federal  Con- 
trol, and  the  balance  shall  be  ad- 
justed in  cash. 

(c)  The  total  amount  of  the  ac- 
count "Net  balance  receivable  from 
agents  and  conductors"  at  the  end 
of  Federal  Control  may  be  turned 
over  by  the  Director  General  to  the 
Company.  He  may  also  turn  over  all 
assets  which  have  accrued  out  of 
operation;  and  the  Company  shall, 
to  the  extent  of  the  cash  received  or 
realized  from  such  assets,  pay  and 
charge  to  the  Director  General  all 
expenses  arising  out  of  railway 
operations  during  Federal  Control, 
including  reparation  and  other  claims 
in  excess  of  the  cash  so  received  or 
realized.  On  the  first  day  of  the  third 
month  following  the  termination  of 
Federal  Control  an  accounting  be- 
tween the  parties  shall  be  had,  and  so 
on  the  first  of  each  third  month  there- 
after. Any  balance  found  due  either 


party  shall  be  payable  as  of  the  date 
on  which  the  account  is  stated  and 
shall  bear  interest  until  paid. 

(d)  At  the  end  of  Federal  Control 
there  shall  be  paid  to  the  Company 
any  balance  then  remaining  unpaid 
of  the  cash  received  from  the  Com- 
pany at  the  beginning  of  or  during 
Federal  Control,  together  with  any 
unpaid  interest  which  may  have  ac- 
crued upon  the  same.  There  shall  also 
be  paid  to  the  Company  any  funds 
created  under  the  provisions  of  this 
agreement,  except  to  the  extent  that 
such  funds  may  have  been  properly 
used  under  this  agreement. 

(e)  Wherever  under  any  provision 
of  this  section  there  is  to  be  an  ad- 
justment of  interest,  it  shall  be  at  the 
rate  of  five  per  cent  per  annum  un- 
less the  parties  shall  in  any  case 
agree  on  a  different  rate. 

(f)  After  Federal  Control  no  claim 
by  or  against  the  Director  General 
shall  be  settled  by  the  Company 
against  the  written  objection  of  the 
Director  General  or  the  Attorney 
General  of  the  United  States.  The 
conduct  of  all  litigation  before  any 
court  or  commission  arising  out  of 
such  disputed  claims  or  out  of  opera- 
tions during  Federal  Control  shall  be 
in  charge  of  the  Company's  legal 
force  and  the  expense  thereof  shall 
be  paid  by  the  Company;  but  the  Di- 
rector General  or  the  Attorney  Gen- 
eral may,  at  the  expense  of  the 
United  States,  employ  special  coun- 
sel in  connection  with  any  such  liti- 
gation. 

Execution. 
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Observations  of  Eastern  Railroad  Executives  as  to  Condition  of 
Property  at  end  of  1917. 


In  November,  1917,  when  the  east- 
ern railroads  were  seeking  an  in- 
crease in  rates,  the  railroad  execu- 
tives testified  as  to  the  condition  of 
their  property,  and  as  to  the  need  of 
additional  revenue  in  order  to  enable 
them  to  make  additional  expenditures 
upon  it.  Samuel  Rea,  President  of  the 
Pennsylvania,  one  of  the  principal 
spokesmen  of  the  eastern  railroads, 
says : 

So  far  as  our  passenger  equipment  is 
concerned,  it  has  been  impossible,  owing 
to  the  demands  that  are  made  upon  it  due 
to  abnormal  increase  in  passenger  traffic 
and  troop  movements,  to  take  any  pas- 
senger cars  out  of  service  except  for  re- 
pairs necessary  for  safety,  or  when  the 
condition  of  the  paint  is  such  that  the 
lack  of  paint  will  result  in  the  rapid  de- 
terioration of  the  car.  This  has  resulted 
in  deferring  many  usual  and  necessary 
expenses. 

It  is  our  experience  that  a  passenger 
car  should  be  brought  into  the  shops  once 
a  year  and  overhauled  and  painted,  if  its 
maintenance  cost  is  to  be  normal  and  its 
life  prolonged.  When  they  go  beyond  this 
time  the  cost  of  general  repairs  is  dis- 
proportionate to  the  length  of  time  be- 
tween shoppings,  and  our  action  in  this 
respect  has  created  a  deferred  mainte- 
nance, not  charged  into  our  expenses,  of 
approximately  $1,144,000. 

Everything  has  been  done  that  could 
be  done  toward  keeping  our  freight  car 
equipment  in  condition,  but  it  has  been  in 
the  service  so  continuously  that  compara- 
tively little  general  repair  work  has  been 
done.  A  great  many  of  our  cars  are  in 
need  of  general  repairs,  but  they  have 
been  kept  in  service  by  patching.  This, 
of  course,  merely  postpones  the  time 
when  these  general  repairs  must  be  made. 
This,  we  estimate,  will  cost  $1,750,000. 


The  aggregate  amount  of  deferred  main- 
tenance of  equipment  is  therefore  $3,050,- 
000. 

And  again  he  says: 

The  railroads  are  operating  with  in- 
sufficient and  necessarily  inefficient  labor, 
due  largely  to  inexperience. 

Speaking  of  inefficient  labor,  he 
says  further: 

This,  in  itself,  is  expensive  and  will  be 
relatively  more  so  during  the  winter 
months.  Locomotives  improperly  pre- 
pared for  road  service  break  down  en 
route  involving  delays  to  traffic  and  ex- 
pense in  rectifying,  which,  if  the  work 
had  been  properly  done,  would  have  been 
avoided. 

Those  familiar  with  conditions  at 
the  time  will  recall,  as  illustrative  of 
the  observations  of  President  Rea, 
that  in  the  latter  part  of  1917  the 
passenger  travel  between  New  York 
and  Washington  was  greatly  incon- 
venienced by  the  lateness  of  the  hour 
at  which  the  sleeping  cars  on  the 
night  trains  were  made  available  for 
the  use  of  passengers.  These  night 
trains  were  supposed  to  be  open  in 
the  New  York  station  and  the  Wash- 
ington station,  respectively,  at  10 
o'clock  p.m.  and  were  scheduled  to 
depart  about  midnight.  But  at  the 
time  mentioned  these  trains  fre- 
quently could  not  be  placed  in  the 
station,  or  open  for  the  accommoda- 
tion of  passengers,  until  after  mid- 
night, the  schedule  time  for  depar- 
ture. This  was  understood  to  be  due 
to  the  bad  condition  of  the  locomo- 
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tives,  which  were  therefore  unable 
to  do  either  the  road  work  or  the 
yard  work  in  the  manner  necessary 
in  order  that  the  trains  might  be 
placed  in  the  stations  at  the  proper 
hour. 

Mr.  Rea  continues: 

No  one  can  doubt  but  that  we  are  re- 
ceiving less  production  per  dollar  from 
employees,  at  the  present  time,  and  if  we 
consider  efficiency,  less  work  is  being  per- 
formed, even  on  the  per  hour  basis,  with- 
out respect  to  the  rate  of  wages. 

And  again  he  says: 

The  Pennsylvania  Railroad  System, 
like  the  eastern  carriers  as  a  whole,  is  in 
this  situation: 

(a)  Continuous  increases  in  the  cost  of 
labor,  fuel,  supplies,  taxes  and  of  obtain- 
ing new  capital; 

(b)  Inability  to  secure  and  retain  effi- 
cient labor; 

(c)  Curtailment  of  maintenance  ex- 
penses, which  curtailment  is  due  in  part 
to  inability  to  secure  necessary  labor  and 
materials. 

With  reference  to  condition  of  way 
and  structures,  Mr.  Rea  says: 

For  a  number  of  years  it  has  been  the 
policy  of  the  Pennsylvania  system  to  pre- 
pare a  budget  or  program  at  the  begin- 
ning of  the  year,  showing  its  requirements 
in  the  matter  of  maintenance  of  roadway 
and  structures.  This  method  was  followed 
in  the  year  1917;  and,  in  accordance  with 
the  accounting  rules  of  the  Commission, 
we  have,  as  in  the  past,  charged  our  pro- 
gram to  operating  expenses,  and  have  in 
our  operating  reserve  accounts  unex- 
pended $7,945,000. 

This  latter  amount,  however,  does  not 
include  $2,300,000  on  account  of  labor  re- 
quired to  install  the  rails,  ties,  ballast, 
and  other  track  materials,  the  cost  of 
which  has  or  will  be  charged  out  during 
the  year.  This  amount  is  properly  charge- 
able as  deferred  maintenance,  as  the  work 
is  urgently  needed,  and  if  not  expended 
this  year  must  be  made  up  when  labor 
and  other  conditions  permit.  In  addition 


to  this  item  of  labor,  we  have  deferred 
some  and  slowed  down  other  expendi- 
tures which  involve  charges  to  expenses. 

In  this  general  rate  inquiry  in 
November,  1917,  Daniel  Willard, 
President  of  the  Baltimore  &  Ohio, 
speaking  for  his  company,  says  with 
reference  to  condition  of  freight  cars: 

The  condition  of  the  Baltimore  &  Ohio 
property  as  it  compares  with  a  year  ago 
is  as  follows:  Its  equipment,  cars,  and 
engines  are  better  ostensibly;  we  have 
fewer  cars  waiting  for  repairs,  fewer 
engines  waiting  for  repairs,  than  a  year 
ago  or  at  any  other  period.  The  condition 
of  the  cars  is  not  wholly  reflected  by  the 
fact  that  a  smaller  percentage  is  awaiting 
repairs,  because  heavy  repairs  that  we 
should  have  made,  and  would  have  made 
ordinarily,  we  have  put  off  and  have  kept 
the  cars  running  with  lighter  and  substi- 
tute repairs  which  cover  a  short  period 
but  can  not  be  continued  indefinitely.  But 
it  can  be  said  that  our  freight  equip- 
ment, all  of  our  equipment,  is  in  as  good 
condition  as  we  could  reasonably  hope  to 
keep  it. 

As  to  the  general  maintenance 
situation  and  as  to  the  condition  of 
way  and  structures,  Mr.  Willard 
says : 

We  are  getting  less  out  of  labor,  and 
I  think  you  will  understand  why  that 
should  be  so.  Of  course,  under  the  opera- 
tion of  the  draft  a  million  and  a  half,  up- 
wards, of  the  very  best  men  between  21 
and  31  have  gone  to  the  colors ;  they  were 
withdrawn  from  railroads,  among  other 
places,  and  they  were  the  very  best  men 
for  our  industrial  work.  They  are  gone. 
Then,  men  over  31  have  gone,  men  with 
the  spirit  of  adventure.  They  left  their 
employment.  They  go  into  the  shops  pay- 
ing higher  wages,  and  after  these  various 
processes  have  worked  out  we  have  what 
is  left,  because  our  wages  are  lower;  we 
are  not  paying  the  wages  that  the  steel 
plants  and  munition  factories  are  paying, 
and,  in  fact,  other  undertakings  are  pay- 
ing at  the  present  time,  and  we  are  not 
getting  the  service. 
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Our  figures  show  that  in  August  our 
turnover  in  the  mechanical  department 
was  18  per  cent,  and  in  the  maintenance 
of  way  department  it  was  24.  per  cent 
■ — one-quarter  of  all  the  men  left  that 
branch.  It  is  impossible,  then,  for  labor 
to  change  forces  to  that  extent  and  still 
get  efficient  results.  That  is  true  of  our 
clerks.  We  are  not  paying  our  clerks  as 
much  as  clerks  are  being  paid  in  other 
lines  of  employment,  and  the  result  is 
that  they  are  shifting  constantly.  That  is 
reflected  in  more  clerical  work,  which  re- 
flects itself  in  claims  for  damages.  Then, 
again,  in  our  warehouses,  we  are  chang- 
ing there  constantly.  The  freight  is  less 
carefully  stored  and  packed  in  the  cars, 
and  that  means  more  claims.  I  suppose 
our  freight  claims  this  year  may  be  a 
million  dollars  more  than  they  were  last 
year,  due  to  less  efficient  labor. 

And  again: 

Our  track  and  buildings  are  not  as 
good  as  they  were  a  year  ago.  We  have 


in  effect  today  one  million  and  three- 
quarters  deferred  maintenance  in  that 
department  this  year.  Our  figures  will 
probably  show,  December  31,  that  we 
have  actually  spent  one-half  million  dol- 
lars less  on  maintenance  of  way  and 
structures  than  a  year  ago.  In  connection 
with  that,  the  wages  and  material  we 
have  used  cost  from  20  to  25  per  cent 
more;  so  that,  putting  those  two  items 
together,  it  shows  that  we  have  actually 
used  men  and  material  equal  to  about  a 
million  and  three-quarters  less  on  our 
property. 

That  has  not  made  the  property  un- 
safe. We  have  painted  fewer  buildings; 
we  have  done  less  mowing  on  right  of 
way;  we  have  not  had  as  many  men  keep- 
ing the  track  smooth.  You  would  not  get 
as  smooth  a  ride  over  our  railroad  from 
here  to  Philadelphia  or  to  Chicago,  but 
you  would  probably  get  just  as  safe  a 
ride.  But  we  have  not  kept  it  up  where 
we  think  it  should  be  kept.  It  is  not  as 
good  as  it  ought  to  be. 


Comments  on  Railroad  Administration's  Division  of  Operation  as  to 
Condition  of  Equipment  at  the  Beginning  of  Federal  Control. 


The  report  for  1918  of  the  Me- 
chanical Department  of  the  Division 
of  Operation  of  which  Carl  11.  Gray 
was  Director,  says: 

One  of  the  prime  causes  for  the  ne- 
cessity of  Government  control  of  rail- 
roads and  one  of  the  most  serious  condi- 
tions the  Railroad  Administration  was 
called  on  to  correct  when  assuming  con- 
trol, was  the  general  bad  condition  of 
locomotives  and  cars. 

An  extended  period  of  heavy  business, 
high  prices  for  material,  difficulty  in  ob- 
taining sufficient  labor,  and  the  loss  of 
many  of  their  experienced  mechanics 
through  the  selective  draft,  followed  by 
an  early  and  unusually  severe  winter, 
had  resulted  in  a  general  defective  con- 
dition of  locomotives  and  cars  which  had 
reached  a  point  where  repair  tracks  were 
blocked  and  terminals  congested  with 
bad-order  cars,  and  shops  and  round- 
houses were  so  crowded  with  locomotives 


awaiting  repairs  that  proper  facilities 
for  maintaining  the  locomotives  actually 
in  service  were  no  longer  available. 

Added  to  this  the  congestion  due  to 
failure  of  shippers  to  unload  promptly 
cars  consigned  to  them,  many  of  which 
needed  repairs  before  they  could  be  re- 
loaded, had  made  conditions  at  important 
terminals  and  shop  points  such  that  the 
mechanical  departments  were  unable  to 
cope  with  them. 

This  report  then  refers  to  the  re- 
ports made  by  the  personnel  of  the 
Interstate  Commerce  Commission 
Bureau  of  Locomotive  Inspection  and 
Bureau  of  Safety,  and  says: 

These  reports  showed  that  in  addition 
to  the  congestion  caused  by  failure  of 
shippers  to  unload  cars  promptly  that 
a  serious  situation  existed  on  account  of 
the  number  of  bad-order  cars  at  various 
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terminals  and  also  on  account  of  the 
general  defective,  run-down  condition  of 
motive  power,  which,  together  with  over- 
crowded and  inadequate  shops  and 
roundhouses,  had  resulted  in  trains  being 


held  at  terminals  on  account  of  shortage 
of  efficient  motive  power,  and  also  seri- 
ously slowed  up  movement  on  the  road, 
often  to  the  extent  of  blocking  several 
divisions. 


Observations  of  Regional  Directors  on  Maintenance  during 

Federal  Control. 


The  Regional  Directors  were  prac- 
tical men  of  long  railroad  experience 
and  naturally  interested  in  the  con- 
dition of  the  railroad  properties 
which  at  the  end  of  1919  were  on  the 
point  of  being  turned  back  to  the 
railroad  corporations.  It  will  be 
borne  in  mind  that  almost  all  of  the 
Regional  Directors  again  became  con- 
nected at  the  end  of  Federal  Control 
with  the  railroad  corporations  which 
they  were  serving  at  the  beginning  of 
Federal  Control.  If  the  railroads  had 
been  in  a  seriously  undermaintained 
condition  at  the  end  of  Federal  Con- 
trol, these  Regional  Directors  would 
have  known  it  and  would  not  have 
made  statements  in  their  reports  in- 
consistent with  that  fact. 

Regional  Director  Hardin  for  the 
Eastern  Region  in  his  report  for 
1919  says: 

Speaking  in  general  and  with  the  ex- 
ception of  the  shortage  in  the  amount  of 
major  materials  used,  the  roads  in  the 
region  as  a  whole  have  been  reasonably 
well  maintained. 

After  explaining  some  of  the  diffi- 
culties encountered,  and  the  efforts 
made  to  make  the  maintenance  cor- 
respond with  the  standard  of  the  test 
period,  he  says: 

In  most  cases  results  have  been  rea- 
sonably satisfactory  except  where  the 
shortage  in  tie  supply,  rail  requirements, 
or  other  conditions  over  which  we  have 
had  no  control  have  made  it  impossible  to 
apply  the  necessary  materials. 


Regional  Director  Baldwin  for  the 
Allegheny  Region  in  his  report  for 
1919  indicates  that  the  condition  of 
equipment  is  satisfactory  "from 
viewpoint  of  both  comparisons  and 
necessities,"  and  says: 

Way  and  structures  have  been  well 
maintained,  except  that  ties  and  rails 
have  not  been  available  to  permit  normal 
renewals  on  some  of  the  important  roads. 

Regional  Director  Aishton  for  the 
Northwestern  Region  says  in  his  re- 
port for  1919  with  reference  to  main- 
tenance of  way  and  structures: 

It  was  necessary  to  regulate  the  main- 
tenance of  way  work  in  such  a  manner 
that  the  obligation  of  the  Government 
under  its  contract  with  the  railroads 
would  not  be  exceeded,  except  where  ad- 
ditional work  would  be  required  as  a 
matter  of  safety.  Budgets  were  accord- 
ingly prepared  at  the  beginning  of  the 
season,  based  upon  the  relative  quantities 
of  labor  and  material,  together  with  the 
monthly  expenditures,  required  to  carry 
out  the  work,  which  was  limited  to  these 
budgets. 

Maintenance  of  properties  has  been 
watched  very  closely,  and  the  same  poli- 
cies as  were  practiced  prior  to  Federal 
Control  were  continued,  resulting  in  the 
maintenance  of  properties  in  about  the 
same  condition  as  they  were  maintained 
by  the  railroads. 

Regional  Director  Holden,  for  the 
Central  Western  Region,  says  in  his 
report  for  1918: 

All  lines  have  reported  that  their  gen- 
eral maintenance  conditions  compare  fa- 
vorably with  a  year  ago,  particularly  as 
far  as  track  and  roadbed  are  concerned. 
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In  his  report  for  1919  he  shows  in 
detail  the  active  attention  paid  to  the 
maintenance  of  cars  and  locomotives 
and  the  transfer  from  time  to  time 
of  equipment  needing  repair  from 
one  railroad  to  another  in  order  to 
utilize  the  shops  to  the  best  advan- 
tage. He  shows  that  on  November  1, 
1919,  22  per  cent  of  the  power  was 
good  for  12  months'  or  more  service 
as  compared  with  28  per  cent  in  No- 
vember, 1918,  and  36  per  cent  was 
good  for  from  6  to  12  months'  serv- 
ice as  compared  with  35  per  cent  in 

1918.  As  to  freight  cars  he  shows 
that  on  January  4,  1918,  the  per- 
centage of  bad-order  freight  cars  was 
4.95  per  cent  and  on  November  22, 

1919,  it  was  4.53  per  cent. 

As  to  maintenance  of  way  and 
structures  he  says  that  in  general 
the  work  "has  progressed  with 
greater  expedition  than  characterized 
the  year  1918,  due  to  a  better  supply 
of  labor  in  the  earlier  months."  He 
says  supplies  of  ties  were  generally 
good,  the  supply  of  rail  was  less  fa- 
vorable, and  the  use  of  ballast  was 
not  quite  so  extensive.  He  says: 

The  railroads  generally  have  been  well 
maintained,  and  in  some  instances  the 
shortage  of  a  normal  program  in  1918  has 
been  overcome  in  1919,  while  in  a  few 
instances  the  apparent  overexpenditures 
of  1918  have  been  overcome  in  1919. 

Regional  Director  Bush,  for  the 
Southwestern  Region,  in  his  report 
for  1918,  says:  "The  general  condi- 
tion of  locomotives  in  this  region  is 
good,"  indicating  16  per  cent  were 
awaiting  repairs,  and  he  indicated 
that  2.8  per  cent  of  the  freight  cars 
were  in  bad  order.  As  to  way  and 
structures  he  says: 

Tracks,  bridges,  and  other  structures 


have  been  safely  and  adequately  main- 
tained, although,  due  to  shortage  of  mate- 
rial and  labor,  some  of  the  branch  lines 
have  not  been  maintained  to  the  full 
standard  which  is  desirable.  The  main 
lines  of  railroad,  however,  are  in  condi- 
tion equal  to  that  prevailing  at  close  of 
calendar  year  1917. 

Buildings  generally  on  all  of  the  roads 
have  been  maintained  to  proper  standard, 
and  the  usual  program  of  repairs  and 
painting  has  been  to  a  large  extent  car- 
ried out.  Practically  all  of  the  right  of 
way  on  main  lines,  and  for  the  most 
part  on  branch  lines,  has  been  trimmed, 
and  fences  and  cattle  guards  maintained 
to  a  proper  state  of  efficiency. 

In  Regional  Director  Bush's  re- 
port for  1919  he  indicates  that  loco- 
motives have  been  taxed  to  a  maxi- 
mum and  that  <shops  have  been 
operated  to  their  capacity,  except 
when  interrupted  by  strike,  but  that 
it  has  not  been  possible  to  improve 
the  general  condition  of  locomotives 
over  the  preceding  year.  He  indi- 
cates that  4  per  cent  of  the  freight 
cars  are  in  bad  order. 

As  to  maintenance  of  way  and 
structures  he  says: 

Due  to  the  comparatively  small  amount 
of  new  steel  rail  rolled,  it  has  not  been 
possible  to  carry  out  the  desired  program 
of  rail  renewals  and  replacements,  but 
repair  rail  has  been  used  to  the  best  ad- 
vantage and  main  line  tracks  are  in  good 
condition.  While  branch  line  tracks  and 
sidings  have  been  maintained,  in  a  condi- 
tion safe  for  operation,  additional  rail 
could  have  been  used  to  advantage  on 
some  railroads  had  it  been  available. 

Bridges,  buildings,  and  other  struc- 
tures are  in  good  condition.  The  roadway 
has  been  properly  maintained,  although 
a  large  amount  of  work  has  been  re- 
quired and  a  considerable  increased  ex- 
penditure made  necessary  by  the  exces- 
sive rainfall  throughout  the  southwest 
not  only  in  the  spring  of  this  year,  but 
particularly  the  fall  and  winter  months. 
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Regional  Director  Maher  in  his  re- 
port for  the  Pocahontas  Region  for 
1919  mentions  as  to  maintenance  of 
equipment  that  during  the  first  half 
of  the  year  reduced  forces  were 
working  owing  to  light  traffic,  but 
that  in  September  both  car  depart- 
ment and  locomotive  department  em- 
ployees were  put  on  a  nine-hour 
basis.  He  shows  that  on  January  1, 
1918,  282  locomotives  were  out  of 
service  for  repairs,  and  on  November 
29,  1919,  393  locomotives  were  out 
of  service  for  repairs.  He  shows  that 
on  January  1,  1918,  5,485  freight 
cars  were  in  bad  order,  and  on  No- 


vember 29,  1919,  5,706  freight  cars 
were  in  bad  order. 

As  to  way  and  structures  he  states 
that  "quantities  of  ties  and  railroad 
ballast  placed  were  considerably  in 
excess  of  1918,  owing  to  scarcity  of 
materials  as  well  as  labor  in  1918." 

The  annual  report  for  1919  of  Re- 
gional Director  Winchell  for  the 
Southern  Region  makes  no  comment 
on  the  maintenance  of  way  and  struc- 
tures but  as  to  equipment  says: 

There  has  been  a  general  shortage  of 
skilled  mechanics  throughout  this  year; 
however,  taking  the  region  as  a  whole  the 
equipment  has  been  well  maintained  and 
is  now  showing  general  improvement. 
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United  States  Railroad  Administration,  Consolidated  Statement  of 
Receipts  and  Expenditures,  Twelve  Months  ended 
December  31,  1918. 

Receipts  Amount 

Revolving  fund  $500,000,000 
Net  Income  for  1918  before  payment  of 

compensation  to  carriers  716,233,000 

Plus  items  charged  to  income  but  not  paid 

Depreciation  and  other  reserves  250,965,000 

Excess  of  unpaid  liabilities  charged  to  ex- 
penses over  uncollected  assets  credited 

to  income  200,506,000 


Total  Receipts  (Cash  basis)  $1,667,704,000 

Payments 

Compensation  paid  $253,278,000 

Loans  to  carriers  183,264,000 

Investments  103,326,000 
Corporate  liabilities  paid  in  excess  of 

assets  collected  112,162,000 

Additions  and  betterments  445,500,000 

Allocated  equipment  117,788,000 

Increase  in  material  and  supplies  118,088,000 

Miscellaneous  adjustment  11,760,000 


Total  Payments  (Cash  basis)  $1,345,166,000 


Cash  on  hand  December  31,  1918  $  322,538,000 

Note:  Current  accounts  payable  of  the  carriers  at  December  31,  1918,  were  approxi- 
mately $792,000,000  as  compared  with  current  accounts  receivable  of  $543,000,000,  an 
excess  of  current  liabilities  of  $249,000,000. 
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EQUIPMENT 

Estimated  Cost  of  Construction  and  Purchase  of  Equipment. 


Kind  Constructed 

Steel  Barges 
Concrete  Barges 
Self-Propelled  Barges 


New  York  Barge  Canal. 

Number    Capacity      Estimated  Cost 
51       650  tons  $1,951,180.70 


21 
20 


600  tons 
550  tons 


Total  Constructed 
Designer's  supervision,  etc. 

Total 

Purchased 

[  2  Steel — 100  Horse  Power 
Tugs   I    2  Steel — 150  Horse  Power 

I  1  Wood — 85  Horse  Power 
Wooden  Barges 


5 
3 


550  tons 


Total  Purchased 

Total  Constructed  and  Purchased 

Lower  Mississippi 

Constructed 
Steel  Barges 

Towboats  (1,800  Horse  Power) 

Total  Constructed 

Purchased 

Steel  Cargo  Barges 

Steel  Towboats 
Flat  Barges 


633,441.41 
1,739,996.00 

4,327,618.11 
38,839.50 

$4,366,457.61 


$  56,500.00 

59,390.00 

$  115,890.00 
$4,482,347.61 


40    2,000  tons  $4,260,179.00 
6    2,163,050.00 


Electric  Conveyors 

Total  Purchased 
Conversion  of  one  barge 


Total  Constructed  and  Purchased 


3 
2 
2 
4 
4 


1,000  tons 
600  tons 

200 


$6,423,229.00 


$  458,500.00 

18,472.00 

$  476,972.00 
85,000.00 

$  561,972.00 
$6,985,201.00 
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Warrior  River. 


Constructed 
Wooden  Barges 

Steel  Towboats — 400  Horse  Power 
Self-Propelled  Barges 

Total  Construction 

Purchased 
Steel  Self-Propelled  Barges 
Gantry  Coal  Towers 
Repairs  and  betterments  to 

Wooden  Towboats    185  Horse  Power 

Wooden  Barges 

Derrick  Barges 
Repairs  and  betterments 

Total  Purchased  and  conditioned 


Number  Capacity 
20       500  tons 
3 

4    1,800  tons 


Estimated  Cost 
$  121,700.00 
412,850.00 
979,470.00 

$1,514,020.00 


6 
2 

3 
11 
12 

2 


825  tons    $  322,500.00 
200,000.00 


475  tons 
550  tons 


$  130,741.00 


130,000.00 
$  783,241.00 
$2,297,261.00 


Total  Constructed  and  Purchased 

Recapitulation. 

New  York  Barge  Canal 
Lower  Mississippi 
Warrior  River 

Grand  Total 

Cost  as  reported  in  Director  General  Davis'  Report 
(1924) 

1  Does  not  include  $10,000  purchase  of  warehouse  and  facilities  at  St.  Louis,  Mo. 

2  Does  not  include  $51,900  for  20  Cargo  Retainers,  installation  of  stiff  leg  derrick 
at  Cordova  &  Pauline  St.  Wharf,  New  Orleans. 


$  4,482,347.61 

e^ss^oi.oo1 

2,297,261.002 
$13,764,809.61 
$13,667,002.07 
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Letter  from  Director  General  McAdoo  to  the 
Head  of  the  Shopcrafts. 


February  11,  1918 
Dear  Mr.  Wharton: 

I  have  your  letter  of  January  29th, 
relative  to  securing  the  necessary 
skilled  labor  to  enable  the  railroads 
to  operate  on  an  efficient  basis  while 
operated  by  the  Government,  and  the 
desire  to  cooperate  expressed  therein 
is  appreciated.  In  line  therewith,  the 
following  general  outline  of  a  basis 
on  which  to  work  during  the  period 
of  the  war  is  believed  to  be  equitable, 
and  I  shall  direct  the  Managements 
of  the  several  railroads  to  put  the 
same  into  effect.  The  methods  of 
increasing  production  provided  in 
Items  1,  2  and  3  to  be  applied  as 
needed,  in  the  order  named: 

1.  The  hours  of  labor  in  shops  and 
roundhouses  to  be  governed  by 
the  necessities  as  indicated  by 
the  general  conditions  of  equip- 
ment. At  shops  and  roundhouses 
now  working  one  shift  which 
totals  less  than  70  hours  per 
week,  an  increase,  preferably 
on  a  seven-day  basis,  may  be 
made.  Where  desired,  working 
hours  may  be  so  arranged  that 
men  will  be  released  at  4 :  00 
p.m.  on  one  day  eacli  week.  Ex- 
isting working  agreements  to 
govern  the  rate,  subject  to  the 
action  of  the  Railroad  Wage 
Commission. 

2.  All  apprentices  who  have  served 
three  years  may  be  promoted  to 
mechanics  and  paid  the  going 
rate  of  wages  for  that  position. 


Such  promoted  apprentices  to 
be  given  the  right  of  practical 
experience  on  work  of  their  re- 
spective trades  to  which  they 
had  not  been  advanced  during 
the  three-year  period. 

3.  Helpers  in  their  respective 
trades  who  have  had  five  or 
more  years'  experience  may  be 
promoted  to  classification  of 
mechanics ;  they  to  receive  me- 
chanics' rate  and  be  given  an 
opportunity  to  learn  all  branches 
of  the  trade. 

The  duly  authorized  commit- 
teeman of  each  trade  in  each 
shop  covered  by  agreement  shall 
be  consulted,  and  mutual  under- 
standing arrived  at  in  promot- 
ing helpers,  and  the  ratio  of 
helpers  to  be  promoted,  to  the 
number  of  mechanics,  in  any 
one  trade  in  any  one  shop,  shall 
not  exceed  20  per  cent. 

The  International  Officers 
and  General  Chairmen  of  each 
trade  on  each  road  covered  by 
agreements  shall  be  furnished  a 
complete  record  of  the  men  pro- 
moted. 

4.  Mechanics  applying  for  em- 
ployment will  not  be  denied 
such  employment  for  any  cause 
other  than  inability  to  perforin 
the  work;  this  preference  rule 
to  be  in  effect  as  long  as  three- 
year  apprentices  or  promoted 
helpers  are  employed  at  me- 
chanics' rates. 

5.  Where  a  reduction  is  made  in 
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the  force  of  mechanics,  pro- 
moted helpers  in  accordance 
with  their  seniority  shall  be  set 
back  first;  then  advanced  ap- 
prentices; no  mechanics  to  be 
laid  off  until  all  such  promoted 
helpers  and  apprentices  have 
been  set  back. 
6.  The  promotions  above  referred 
to  are  to  meet  an  emergency 
caused  by  the  war,  and  shall 
cease  at  the  close  of  the  war. 


Please  be  assured  of  my  apprecia- 
tion of  the  patriotic  spirit  in  which 
you  have  met  my  suggestions  in  this 
important  matter. 

Cordially  yours, 
(Signed)  W.  G.  McAdoo, 
Director  General  of  Railroads. 

A.  O.  Wharton,  Esq., 

President,  Railroad  Employees 
Department,  American  Federa- 
tion of  Labor. 


General  Order  No.  8. 


Washington,  February  21,  1918. 

To  correct  wrong  impressions  that 
may  exist  regarding  the  employment 
and  conditions  of  labor  in  railway 
service,  it  is, 

Until  further  order  directed  that: 

1.  All  acts  of  Congress  to  promote 
the  safety  of  employees  and  travelers 
upon  the  railroads,  including  acts  re- 
quiring investigation  of  accidents  on 
railroads,  and  orders  of  the  Inter- 
state Commerce  Commission  made  in 
accordance  therewith,  must  be  fully 
complied  with.  These  acts  and  orders 
refer  to  hours  of  service,  safety  ap- 
pliances and  inspection. 

Now  that  the  railroads  are  in  the 
possession  and  control  of  the  Gov- 
ernment, it  would  be  futile  to  impose 
fines  for  violations  of  said  laws  and 
orders  upon  the  Government,  there- 
fore it  will  become  the  duty  of  the 
Director  General  in  the  enforcement 
of  said  laws  and  orders  to  impose 
punishments  for  willful  and  inexcus- 
able violations  thereof  upon  the  per- 
son or  persons  responsible  therefor, 
such  punishment  to  be  determined  by 
the  facts  in  each  ease. 

2.  When  the  exigencies  of  the 
service  require  it,  or  when  a  sufficient 


number  of  employees  in  any  depart- 
ment are  not  available  to  render  the 
public  prompt  transportation  service, 
employees  will  be  required  to  work  a 
reasonable  amount  of  overtime.  So 
far  as  efficient  and  economic  opera- 
tion will  permit,  excessive  hours  of 
employment  will  not  be  required  of 
employees. 

3.  The  broad  question  of  wages 
and  hours  will  be  passed  upon  and 
reported  to  the  Director  General  as 
promptly  as  possible  by  the  present 
Railroad  Wage  Commission.  Pending 
a  disposition  of  these  matters  by  the 
Director  General,  all  requests  of  em- 
ployees involving  revisions  of  sched- 
ules or  general  changes  in  conditions 
affecting  wages  and  hours,  will  be 
held  in  abeyance  by  both  the  man- 
agers and  employees.  Wages  when 
determined  upon,  will  be  made  retro- 
active to  January  1,  1918,  and  ad- 
justed accordingly.  Matters  of  con- 
troversy arising  under  interpretations 
of  existing  wage  agreements  and 
other  matters  not  relating  to  wages 
and  hours  will  take  their  usual 
course,  and  in  the  event  of  inability 
to  reach  a  settlement  will  be  referred 
to  the  Director  General. 


APPENDIX  TO  CHAPTER  XIV 


305 


4.  In  Order  No.  1,  issued  Decem- 
ber 29,  1917,  the  following  appeared: 

"All  officers,  agents,  and  employees 
of  such  transportation  system  may 
continue  in  the  performance  of  their 
present  regular  duties,  reporting  to 
the  same  officers  as  heretofore  and  on 
the  same  terms  of  employment." 

The  impression  seems  to  exist  on 
some  railroads  that  the  said  order 
was  intended  to  prevent  any  change 
in  the  terms  of  employment  during 
governmental  operation.  The  purpose 
of  the  order  was  to  confirm  all  terms 
of  employment  existing  upon  that 
date,  but  subject  to  subsequent  modi- 
fications deemed  advisable  for  the  re- 
quirements of  the  service.  Any  con- 
trary impression  or  construction  is 
erroneous.  Officers  and  employees 
will  be  governed  by  the  construction 
here  given. 

5.  No  discrimination  will  be  made 
in  the  employment,  retention  or  con- 
ditions of  employment  of  employees 
because  of  membership  or  non-mem- 
bership in  labor  organizations. 

The  Government  now  being  in  con- 
trol of  the  railroads,  the  officers  and 
employees  of  the  various  companies 
no  longer  serve  a  private  interest. 
All  now  serve  the  Government  and 
the  public  interest  only.  I  want  the 
officers  and  employees  to  get  the 
spirit  of  this  new  era.  Supreme  devo- 
tion to  country,  an  invincible  deter- 


mination to  perform  the  imperative 
duties  of  the  hour  while  the  life  of 
the  Nation  is  imperiled  by  War,  must 
obliterate  old  enmities  and  make 
friends  and  comrades  of  us  all.  There 
must  be  cooperation,  not  antagonism ; 
confidence,  not  suspicion;  mutual 
helpfulness,  not  grudging  perform- 
ance; just  consideration,  not  arbi- 
trary disregard  of  each  other's  rights 
and  feelings ;  a  fine  discipline  based 
on  mutual  respect  and  sympathy  ;  and 
an  earnest  desire  to  serve  the  great 
public  faithfully  and  efficiently.  This 
is  the  new  spirit  and  purpose  that 
must  pervade  every  part  and  branch 
of  the  national  railroad  service. 

America's  safety,  America's  ideals, 
America's  rights  are  at  stake.  Democ- 
racy and  liberty  throughout  the 
world  depend  upon  America's  valor, 
America's  strength,  America's  fight- 
ing power.  We  can  win  and  save  the 
world  from  despotism  and  bondage 
only  if  we  pull  together.  We  cannot 
pull  apart  without  ditching  the  train. 
Let  us  go  forward  with  unshakable 
purpose  to  do  our  part  superlatively. 
Then  we  shall  save  America,  restore 
peace  to  a  distracted  world,  and  gain 
for  ourselves  the  coveted  distinction 
and  just  reward  of  patriotic  service 
nobly  done. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 
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AVERAGE  HOURLY  WAGES.  MANUFACTURING  INDUSTRIES.  RAILROADS  AND 
BUILDING  CONSTRUCTION 
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Earnings  and  Cost  of  Living. 
NUMBERS  CLASS  I  RAILROADS 
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Director-  General  Hiiics'  Proclamation  Concerning  California  Strike. 


Washington,  D.  C, 
August  28,  1919. 
To  Public  Officers,  Railroad  Officers 
and  Employees,  and  Citizens  gen- 
erally in  California,  Arizona  and 
Nevada : 

A  strike  is  in  progress  on  the  part 
of  the  train  and  enginemen  and  yard- 
men on  the  steam  railroads  being 
operated  by  the  United  States  Gov- 
ernment in  parts  of  California,  Ari- 
zona and  Nevada.  This  strike  began 
at  Los  Angeles  purely  as  a  sympa- 
thetic strike  on  account  of  a  con- 
troversy between  the  Pacific  Electric 
Railway  Company  and  certain  em- 
ployees of  that  company.  The  prop- 
erty of  that  company  is  not  in  the 
possession  or  control  of  the  Govern- 
ment of  the  United  States.  The  strike 
of  the  employees  on  the  steam  rail- 
roads was  entered  upon  without  any 
grievance  being  presented  or  alleged. 
The  strike  was  and  is  a  violation  and 
repudiation  of  the  agreements  be- 
tween the  striking  employees  and  the 
steam  railroads  upon  which  they 
worked  and  also  of  the  National 
Agreement  between  the  United  States 
Railroad  Administration  and  the 
Chief  Executives  of  the  organizations 
to  which  the  strikers  belong,  such 
National  Agreement  providing  for 
the  adjustment  of  all  causes  of  com- 
plaint in  an  orderly  manner  without 
suspension  of  work.  The  strike  is  also 
an  illegal  strike  under  the  laws  of  the 
organizations  to  which  the  strikers 
belong  and  has  been  so  characterized 
by  the  Chief  Executives  of  those  or- 
ganizations. 

The  Chief  Executives  of  these  or- 
ganizations stated  that  they  believed 
they  could  induce  their  men  to  go 


back  to  work  and  urged  that  they 
be  given  time  to  enable  them  to  do 
this.  The  Railroad  Administration 
has  given  the  time  for  this  purpose. 
The  Director  General  has  also  by 
publication  in  the  newspapers  of  San 
Francisco  and  Los  Angeles  urged 
upon  the  strikers  the  absence  of  jus- 
tification for  their  action  and  the  im- 
portance of  returning  to  work.  Never- 
theless many  of  the  strikers  have  not 
yet  returned  to  work  and  to  a  large 
extent  the  public  service  which  the 
Government  must  render  to  the  pub- 
lic is  at  a  standstill.  It  follows  that 
the  only  course  which  the  Govern- 
ment can  adopt  is  to  exercise  its  en- 
tire power  for  the  purpose  of  ren- 
dering the  public  service  and  the 
President  has  so  instructed. 

All  striking  employees  who  do  not 
report  for  duty  on  and  after  seven 
o'clock  on  Saturday  morning,  August 
30,  when  and  as  called  for  duty,  will 
be  regarded  as  having  terminated 
their  employment  and  their  places 
will  be  filled. 

Anyone  who  interferes  with  or  im- 
pedes the  possession,  use,  operation 
or  control  of  any  railroad  property, 
or  railroad  under  Federal  Control, 
commits  an  offense  against  the 
United  States,  punishable  by  fine  and 
imprisonment,  and  will  be  arrested 
and  prosecuted  accordingly.  Anyone 
who  obstructs  or  attacks  persons  as- 
sisting or  endeavoring  to  assist  in  the 
possession,  use,  operation  or  control 
of  any  railroad  under  Federal  Con- 
trol, will  be  guilty  of  the  offense  de- 
scribed and  will  be  dealt  with  ac- 
cordingly. Anyone  who  obstructs  or 
retards  the  passage  of  the  mail  or 
any  vehicle  or  person  carrying  the 
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same  likewise  commits  an  offense 
against  the  United  States  punishable 
by  line,  and  imprisonment  and  will  be 
arrested  and  prosecuted  accordingly. 
Instructions  have  been  issued  to  the 
United  States  District  Attorneys  and 
to  the  United  States  Marshals,  to 
take  the  necessary  steps  to  enforce 
these  provisions  of  the  Statutes  of 
the  United  States. 

The  Governors  of  the  States  in- 
volved, the  Mayors  of  the  cities  in- 
volved, and  all  other  State  and  local 
peace  officers  are  relied  upon  to  lend 
assistance  in  the  performance  of  the 


public  service  as  above  outlined  in 
every  possible  manner,  including  giv- 
ing aid  in  the  enforcement  of  the 
statutory  provisions  above  referred 
to,  and  also  in  enforcing  all  State 
statutes,  municipal  ordinances  and 
other  local  public  regulations  which 
will  aid  in  protecting  the  railroad 
property  and  its  operation  and  in 
protecting  those  assisting  or  endeav- 
oring to  assist  in  the  operation  of 
the  railroads. 

Walker  D.  Hines, 
Director  General  of  Railroads. 


APPENDIX  TO  CHAPTER  XVI 


Operation  of  Class  I  Railroads. 
(Excluding  Switching  and  Terminal  Companies.) 


Comparison  of  operating  results 
in  Federal  Control  and  test  periods 


Class  I  railroads  are  those  having 
annual  operating  revenues  above 
$1,000,000;  Class  II  railroads  are 
those  having  annual  operating  reve- 
nues from  $100,000  to  $1,000,000; 
Class  III  railroads  are  those  having 
annual  operating  revenues  below 
$100,000. 

The  figures  for  the  Federal  Con- 
trol period  include  Class  I  railroads 
under  Federal  Control  (and  some  of 
their  smaller  subsidiaries).  The  fig- 
ures for  the  test  period  include  all 
Class  I  railroads.  The  Class  I  rail- 
roads under  Federal  Control  had  dur- 
ing the  test  period  an  annual  average 
net  railway  operating  income  of 
$892,135,000,  which  amount  was  99 
per  cent  of  the  annual  average  net 
railway  operating  income  of  all  Class 
I  railroads  ($898,500,000)  during 
the  test  period. 

Class  I  railroads  under  Federal 
Control    contributed  approximately 


as  reported  to  Interstate  Commerce 
Commission. 

Test  period 
3  years  ended 
June  20, 1917 
annual  average 
(Thousands) 

$3,318,005 
2,419,505 


$  898,500 

98  per  cent  of  the  total  net  railway 
operating  income  earned  by  all  rail- 
roads under  Federal  Control.  Com- 
parisons based  on  Class  I  railroads 
under  Federal  Control  are  therefore 
considered  as  fairly  representative  of 
the  operations  of  all  the  railroads 
under  Federal  Control. 

The  average  annual  net  railway 
operating  income  during  the  test 
period  of  the  Class  I  railroads  under 
Federal  Control  was,  as  above  shown, 
$892,135,000.  If  the  net  railway 
operating  income  for  the  two  years 
and  two  months  of  Federal  Control 
had  been  equal  to  the  average  results 
of  the  test  period  such  railway 
operating  income  would  have  been 
$1,886,687,000.  But  the  actual  net 
railway  operating  income  for  the  en- 
tire twenty-six  months  of  Federal 
Control  was  $1,258,185,000,  repre- 
senting a  decrease  of  $628,502,000. 


Federal  Control  Period 


Operating  Revenues 
Operating  Expenses,  Taxes 
and  Rents 

Net  Railway  Operating  In- 
come 


26  months,  Janu- 
ary 1, 1918,  to 

February  29,1920 
(Thousands) 

$10,879,640 
9,621,455 


Annual 

average 
(Thousands) 

$5,021,370 
4,440,672 


$  1,258,185        $  580,698 
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To  this  should  be  added  $  13,984,000, 
representing  the  expenses  of  the 
Railroad  Administration  during  Fed- 
eral Control,  making  the  round  fig- 
ure of  $612,000,000  (employed  in  the 
text  to  the  Chapter)  by  which  the  net 
railway  operating  income  of  Class  I 


railroads  under  Federal  Control  for 
the  entire  period  of  Federal  Control 
fell  short  of  what  the  net  railway 
operating  income  of  Class  I  railroads 
would  have  been  if  based  upon  the 
test  period  operations  of  Class  I  rail- 
roads. 


Operating  Results  for  Various  Periods  of  Federal  Control. 


References  are  made  in  the  text 
to  operating  results  for  different 
periods  of  Federal  Control.  In  order 
that  these  operating  results  may  be 
correctly  expressed,  it  is  necessary  to 
make  numerous  readjustments,  due 
principally  to  the  fact  that  during 
Federal  Control  very  large  payments 
of  back  pay  were  made  to  the  em- 
ployees. Unavoidably,  such  payments 
could  not  be  charged  into  the  months 
to  which  they  were  attributable,  but 
had  to  be  charged  into  later  months. 
The  officers  of  the  Railroad  Admin- 
istration were  able  to  make  allow- 
ance, roughly,  for  the  approximate 


readjustment  required  on  these  ac- 
counts, but  the  general  public  had  to 
take  the  operating  statements  as  they 
were  issued  month  by  month. 

An  adjustment  of  the  revenues  has 
also  been  made  by  which  a  payment 
of  $53,000,000  to  the  railroads  for 
back  mail  pay  which  was  included  in 
the  revenues  for  January,  1920,  has 
been  allocated  to  the  periods  in  which 
it  accrued. 

The  following  table  makes  the  nec- 
essary readjustments  and  shows  the 
approximate  part  of  the  revenues  and 
expenses  chargeable  to  each  of  the 
indicated  periods  of  Federal  Control: 
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While  the  decrease  in  the  net  rail- 
way operating  income  of  Class  I  rail- 
roads during  the  26  months  of  Fed- 
eral Control  was  $642,486,000  as 
compared  with  the  average  net  rail- 
way operating  income  for  the  cor- 
responding 26  months  of  the  test 
period,  the  compensation  for  January 
and  February,  1920,  under  the  pro- 


visions of  the  Federal  Control  Act 
was  actually  paid  on  a  pro  rata  basis 
instead  of  on  the  basis  of  the  net 
railway  operating  income  for  the 
average  January  and  February  of  the 
test  period.  This  added  $43,835,000 
to  the  excess  of  rentals  over  income 
for  Class  I  railroads  and  approxi- 
mately $47,000,000  for  all  railroads. 


Class  I  Railroads. 
Unit  Costs  of  Railroad  Service. 

(Prepared  by  the  Director,  Bureau  of  Statistics,  Interstate  Commerce 

Commission.) 

Operating  Expenses  and  Rents* 
Freight  Service  Passenger  Service 

Per 


Per 

Per  cent 

passenger 

Per  cent 

revenue 

of  test 

train 

of  test 

ton  mile 

period 

Per  cent 

car  mile 

period 

Per  cent 

Period 

(mills) 

average 

of  1915 

(cents) 

average 

of  1915 

Test  Period  Average 

5.133 

100 

94.1 

17.98 

100 

103.6 

Year  ended 

June  30,  1915 

5.453 

106.2 

100.0 

17.35 

96.5 

100.0 

1916 

4.865 

94.8 

89.2 

17.70 

98.4 

102.0 

December  31,  1916 

4.892 

95.3 

89.7 

18.27 

101.6 

105.3 

1917 

5.529 

107.7 

101.4 

19.52 

108.6 

112.5 

1918 

7.666 

149.3 

140.6 

27.55 

153.2 

158.8 

1919 

9.269 

180.6 

170.0 

31.12 

173.1 

179.4 

The  comparison  of  unit  costs  of  the 

elusive,  re 

f erred  to  in 

the  text  of  this 

United  States  Steel  Corporation  and 
the  railroads  from  1914  to  1919,  in- 


chapter,  is  given  below : 


s  Taxes  are  excluded  in  all  years. 
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Approximate  Per  Cent  Increase  in  Unit  Operating  Costs 
Compared  teith  1911)-^ 

Railroads 

U.S.  Steel  Freight  Passenger 

Cost  per  ton  Cost  per  pas- 


of  finished  Cost  per  reve-  senger  train  Cost  per  pas- 
Calendar  year           products  nue  ton  mile  car  mile  senger  mile 

1916  2%                  10%  5%  3% 

1917  35                      1  13  —2 

1918  62                    41  59  21 

1919  83                    70  79  32 


Analysis  of  Cost  of  Federal  Control  to  the  Public  Treasury  in  All 
Aspects  and  as  to  All  Properties. 


An  analysis  is  here  given  of  the 
various  items  entering  into  the  cost 
of  Federal  Control  which  was  stated 
by  Director  General  Davis  to  be 
$  1 ,1 23,500,000.  For  convenience  these 
elements  will  be  discussed  in  sepa- 
rate paragraphs,  numbered  to  cor- 
respond with  the  table  in  the  text  of 
this  chapter. 

1.  Shortage  in  Net  Railway  Operat- 
ing Income  (Class  I  Railroads) 
as  Compared  xvith  Standard  Re- 
turn $642,000,000 

This  item  is  explained  in  the  ear- 
lier part  of  this  appendix. 

2.  Corresponding  Shortage  for 
Other  Railroads  $26,000,000 

3.  Numerous  Adjustments  Includ- 
ing Settlements  for  Claims  for 
Under  maintenance  $204,000,000 

The  Railroad  Administration  had 


to  account  for  a  net  amount  of  $185,- 
000,000  in  making  settlements  with 
the  carrier  corporations  for  claims 
for  undermaintenance  and  related 
items.  Most  of  this  was  in  connection 
with  the  railroads,  although  a  sub- 
stantial part  related  to  some  of  the 
other  carriers.  The  Railroad  Admin- 
istration had  expended  in  overmain- 
tenance  even  larger  amounts,  but 
very  little  of  this  could  be  collected 
from  the  railroad  companies.  The 
railroads  had  the  advantage  of  a  basis 
of  settlement  for  undermaintenance 
for  January  and  February,  1920, 
exceeding  by  about  $27,000,000  what 
that  basis  would  have  been  if  the 
Railroad  Administration  could  have 
settled  for  those  two  months  in  ac- 
cordance with  the  maintenance  ap- 
plied for  the  average  January  and 
February  of  the  test  period.  Under 
the  terms  of  the  contracts  with  the 


*  The  Steel  Corporation's  year  is  the  calendar  year  1914,  whereas  the  comparisons 
of  railroad  unit  costs  were  based  on  the  year  ended  June  30,  1915.  As  the  Steel  Cor- 
poration's costs  in  1914  were  higher  than  in  1915,  the  percentages  given  above  are  con- 
servative. Furthermore,  the  Steel  Corporation's  expenses  in  1914  to  1917  included  the 
operating  expenses  of  their  subsidiary  Class  I  railroads,  which  were  excluded  in  1918 
and  1919  when  these  railroads  were  under  Federal  Control.  The  percentages  for  1918 
and  1919  are  therefore  understated. 

The  operating  costs  for  both  the  Steel  Corporation  and  the  railroads  include  de- 
preciation, but  exclude  taxes. 
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railroad  companies,  they  were  en- 
titled to  two  average  months'  main- 
tenance for  January  and  February, 
1920,  this  being  substantially  greater 
than  the  actual  maintenance  applied 
in  the  average  January  and  February 
of  the  test  period. 

There  were  also  miscellaneous  ad- 
justments of  income  from  railroad 
operations  amounting  to  $19,000,000 
representing  chiefly  the  net  of  credits 
from  interest  on  bank  balances  car- 
ried by  the  federal  treasurers  and 
adjustments  of  federal  revenues  and 
expenses  as  currently  reported. 

4.  Compensation  to  Carriers  in  Ex- 
cess of  Standard  Return  Basis 

$105,000,000 

This  item  consists  of  (a)  the  $47,- 
000,000  of  excess  compensation  for 
January  and  February,  1920,  above 
referred  to,  and  (b)  $58,000,000 
compensation  paid  to  some  of  the  car- 
rier corporations  in  addition  to  what 
those  corporations  would  have  re- 
ceived if  their  rental  had  been  based 
strictly  on  average  annual  net  rail- 
way operating  income  (standard  re- 
turn) for  the  test  period  of  three 
years  ending  June  30,  1917.  Claims 
aggregating  a  much  greater  amount 
of  additional  compensation  were 
earnestly  pressed  by  the  corpora- 
tions. 

5.  Increased   Prices    of  Materials 
and  Supplies  $101,000,000 

At  the  end  of  Federal  Control  it 


was  necessary  for  the  Railroad  Ad- 
ministration to  account  to  the  rail- 
road corporations  for  the  quantity  of 
materials  and  supplies  which  had 
been  taken  over  at  the  beginning  of 
Federal  Control.  Of  course  the  mate- 
rials and  supplies  actually  on  hand 
at  the  beginning  of  Federal  Control 
had  been  very  largely  used  up  during 
Federal  Control  in  connection  with 
operations  and  with  construction 
work.  The  Railroad  Administration 
had  in  substantial  part  replaced  these 
materials  and  supplies,  but  had  nec- 
essarily done  so,  generally  speaking, 
at  higher  prices,  because  prices  had 
increased  largely  since  the  beginning 
of  Federal  Control.  To  the  extent 
that  the  Railroad  Administration  did 
not  have  on  hand  at  the  end  of  Fed- 
eral Control  the  equivalent  of  mate- 
rials it  had  taken  over,  it  was  neces- 
sary to  settle  therefor  at  the  prices 
prevailing  on  March  1,  1920.  As  the 
result  of  the  Railroad  Administra- 
tion's obligation  in  the  premises, 
there  was  imposed  upon  it  a  cost  of 
$101,000,000,  representing  the  ag- 
gregate effect  of  the  increases  in 
prices  of  materials  and  supplies  be- 
tween January  1,  1918,  and  March 
1,  1920.  The  very  fact  of  the  transfer 
of  control  to  the  Government  and  the 
retransfer  of  control  to  the  railroad 
corporations  necessitated  this  burden. 
There  was  no  way  in  which  it  could 
have  been  avoided.  The  increases  in 
prices  were  due  to  the  disturbing  ef- 
fects of  the  War.5 


5  It  may  be  noted  in  this  connection  that  this  increase  in  prices  of  materials  and 
supplies,  aggregating  $101,000,000,  inured  to  the  benefit  of  the  railroad  corporations 
after  the  end  of  Federal  Control.  These  supplies  or  their  equivalent  had  cost  the  rail- 
road corporations  only  what  the  prices  were  at  or  before  December  31,  1917.  But  the 
railroad  corporations,  on  taking  back  the  railroads  at  March  1,  1920,  were  entitled 
under  the  Interstate  Commerce  Commission's  rules,  to  charge  the  materials  and  sup- 
plies then  on  hand  to  their  operations  at  the  higher  prices  at  which  they  had  been  paid 
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6.  Miscellaneous  Non-Railroad  Ac- 
tivities $88,500,000 

There  were  several  items  having  to 
do  with  transportation  properties  and 
activities  other  than  railroad  prop- 
erties and  activities.  These  involved  a 
cost  to  the  Treasury  of  $88,500,000. 
Each  of  these  items  should  be  consid- 
ered on  its  own  merits  apart  from  the 
situation  as  to  the  railroad  prop- 
erties. These  items  are  as  follows: 

Deficit  of  American  Railway  Express 
Company  $36,000,000 

As  is  shown  in  Chapter  X  on  Gov- 
ernment's Contract  Relations  with 
Carrier  Corporations,  the  Express 
Company  was  operated  throughout 
the  War  by  a  private  corporation  as 
the  agent  of  the  Government.  The 
nature  of  the  express  business  was 
such  that  it  was  peculiarly  affected 
by  the  disturbing  labor  conditions. 
The  deficit  was  affected  and  largely 
determined  by  what  the  Government 
felt  it  could  do  as  to  rate  increases. 
The  public,  if  it  had  not  paid  part 
of  the  cost  through  the  public  treas- 
ury, would  still  have  borne  the  entire 
cost  through  paying  higher  express 
rates. 

The    Railroad    Administration  in- 
curred a  cost  of  $22,000,000 

In  paying  agreed  rentals,  on  the 
basis  established  by  law,  to  carriers 
other  than  railroad  companies  such 
as  coastwise  steamship  companies, 
electric  lines,  companies  owning  cars, 
etc.,  etc.  Here  also  the  question  of 
what  the  Government  felt  it  could  do 
as  to  rate  increases  was  an  essential 
factor.  If  the  rates  had  been  raised 
sufficiently  to  escape  the  deficit  the 
public  would  nevertheless  have  had 
to  pay  the  cost. 


The    Railroad    Administration  in- 
curred a  cost  of  $18,000,000 

In  the  beginning  of  a  development 
of  transportation  systems  on  the 
New  York  Barge  Canal,  and  the 
lower  Mississippi  and  the  Warrior 
Rivers.  Federal  Control  ended  too 
soon  to  admit  of  the  development  of 
traffic  sufficient  to  sustain  the  invest- 
ment. This  development  was  under- 
taken in  the  difficulties  incident  to 
war,  as  is  explained  in  Chapter  XIII 
on  Inland  Waterways,  as  a  result  of 
a  clearly  indicated  attitude  on  the 
part  of  Congress.  Of  the  $18,000,000 
thus  expended,  over  $16,000,000  was 
expended  for  equipment,  and  the  rest 
of  the  cost  was  due  directly  or  in- 
directly to  operating  costs  in  a  period 
when  it  was  hopeless  to  expect  im- 
mediate operating  returns. 

The  Railroad  Administration  in- 
curred a  cost  of  miscellaneous 
items  relating  chiefly  to  non-rail- 
road activities  of  $12,500,000 

The  total  of  these  non-railroad  items 
discussed  in  this  paragraph  6  is 

$88,500,000 

This  total  must  be  excluded  in  any 
consideration  of  the  cost  to  the  pub- 
lic treasury  with  relation  to  the  rail- 
roads. 

7.  Capital   Expenditures  for  War 
Purposes  $11,000,000 

These  were  expenditures  for  fa- 
cilities constructed  for  camps  and 
cantonments,  landing  and  storage  fa- 
cilities for  the  navy  at  wharves,  and 
other  war  facilities,  which  were  be- 
yond the  needs  of  the  carriers  under 
normal  conditions  of  private  control. 
Under  the  Federal  Act  and  the 
Standard  Contract  these  war  facili- 


for  by  the  Railroad  Administration.  The  difference,  aggregating  $101,000,000  for  the 
railroads  as  a  whole,  constituted  an  item  of  profit  to  the  railroad  corporations.  If 
prices  had  gone  down  to  the  same  extent,  the  profit  would  have  been  with  the  Rail- 
road Administration  and  the  loss  with  the  carriers. 
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ties  were  paid  for  by  the  Director 
General  and  charged  to  Federal  op- 
erating expenses. 

8.  Expenses  of  Railroad  Adminis- 
tration (March  1,  1920,  to  De- 
cember 31,  1924)  $19,000,000 

The  expense  of  carrying  on  the 
Railroad  Administration  from  March 
1,  1920,  until  December  31,  1924, 
aggregated  $19,000,000.  This  ex- 
pense was  incurred  in  order  to  make 
the  settlements  between  the  Govern- 
ment and  the  corporations.  By  taking 
over  the  railroads  and  other  trans- 
portation systems  the  Government 
had  to  assume  numerous  and  intricate 
obligations  in  respect  of  properties 
with  book  values  exceeding  $18,- 
000,000,000.  Almost  endless  oppor- 


tunities arose  for  differences  of  opin- 
ion between  the  Government  and 
the  carriers  upon  the  retransfer  of 
the  properties.  These  matters  had  to 
be  investigated  at  length  and  dis- 
cussed and  debated  with  deliberation. 
The  cost  of  the  organization  for  such 
winding  up  was  inevitable. 

9.  Total  $1,196,500,000 

10.  Less    Credit   for  Interest  Col- 
lected $73,000,000 

This  item  included  the  interest  col- 
lected on  bank  balances,  securities 
and  settlements  with  the  carriers  in 
excess  of  interest  payments. 

11.  Net  Cost  of  Federal  Control 

$1,123,500,000 
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Accounting,  Division  of,  92. 

Accounting,  new  and  difficult  problems, 
141;  on  each  railroad  by  rules  of 
I.  C.  Comn.,  141 ;  burdens  on  local 
accounting  forces,  141 ;  inter-com- 
pany accounting  eliminated,  142; 
tasks  of  central  accounting  force,  142; 
facilitated  by  I.  C.  Comn's  system, 
143. 

Accounting  and  Public  Service,  Division 
of,  85,  141. 

Actuary  to  R.  R.  Admn.,  249,  250. 

Adams  Express  Company,  104. 

Adamson  Act,  5,  6,  7,  156,  164. 

Aishton,  R.  H.,  25,  229,  253. 

American  Express  Company,  104. 

American  Iron  and  Steel  Institute's  Scrap 
Committee,  79. 

American  Railway  Association,  Car  Serv- 
ice Commission,  66;  reorganization, 
81 ;  Car  Service  Division,  229. 

American  Railway  Express  Company, 
104,  107. 

Anderson,  G.  W.,  95. 

Anti-Trust  Act,  1,  14,  225. 

Appropriations,  see  Finance. 

Atlantic  Coast  Line,  clerk's  strike,  1917, 
18. 

Baldwin,  L.  W.,  254,  273,  297. 

Baltimore  &  Ohio  Railroad,  concentra- 
tion of  industries,  10;  passenger 
trains  into  Pennsylvania  Terminal, 
New  York  City,  62. 

Bankers,  Cooperation  of,  135,  136. 

Belknap,  Hiram  W.,  67. 

Bevington,  E.  L.,  244. 

Bissell,  R.  M.,  140. 

Black,  W.  M.,  144,  145. 

Boards  of  Adjustment,  see  Labor. 

Boston  &  Maine  Railroad — special  as- 
sistance, 138. 

Budd,  Ralph,  188. 

Burt,  A.  M.,  Ill,  179. 

Bush,  B.  F.,  255,  273,  298. 

Canals,  Cape  Cod,  38,  94;  Delaware  & 
Raritan,  94;  N.  Y.  Barge,  see  In- 
land Waterways. 

Capital  Expenditures;  pre-war  expendi- 
tures and  obstacles,  121 ;  pre-armi- 
stice   policy,    122;    extensive  de- 


Capital  Expenditures — continued. 

mands,  1918,  123;  authorizations 
and  expenditures,  1918,  123,  124; 
scarcity  of  materials  and  labor,  124, 
125;  post-armistice  policy,  125-129; 
failure  of  appropriation  March  4, 
1919,  126;  allocation  of  equipment, 
127;  expenditures  during,  before 
and  since  Federal  Control,  127; 
efforts  to  improve  accounting 
methods,  127. 

Capital  Expenditures,  Division  of,  249, 
250,  252. 

Cape  Cod  Canal,  38,  94. 

Cars  and  Locomotives,  maintenance,  36, 
53,  54,  113-115;  allocation,  127. 

Car  Service  Commission,  appointed  Feb- 
ruary, 1917,  11  j  important  arm  of 
R.  R.  War  Board,  12;  powers  in- 
creased by  Esch  Car  Service  Act, 
12. 

Car  Service  Division  of  American  Rail- 
way Assn.,  229. 

Car  Service  Section,  R.  R.  Admn.,  66. 

Carter,  W.  S.,  154,  163,  165,  174,  249. 

Central  Advisory  Purchasing  Committee, 
79. 

Certificates  of  Indebtedness,  see  Finance. 
Chambers,  Edward,  23,  79,  85,  86,  194, 
249. 

Circuitous  routing,  elimination  of,  64. 

Clagett,  Brice,  250. 

Claims  for  diversion  of  traffic,  97. 

Clapp,  Martin  H.,  67. 

Clark,  E.  E.,  12,  95,  244. 

Clerks,  18,  157,  165,  174. 

Coal  Miners'  strike  in  October,  1919,  48, 
51,  212;  Divn.  of  Purchases  distrib- 
uted coal,  83,  84. 

Coal  Operators'  Association,  75. 

Coal  Supply,  zoning  of,  in  1918,  33. 

Coastwise  Steamship  Lines,  94. 

Colored  train  employees,  169. 

Commission  of  Eight  to  effectuate  Adam- 
son  Act,  156. 

Competition,  public  attitude  pre-war,  1; 
and  under  Transportation  Act,  224. 

Comptroller,  138,  139,  141,  252. 

Congress,  appointment  of  Joint  (New- 
lands)  Committee  in  1916,  6;  de- 
feat  of   appropriation    March  4, 
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Congress — continued. 

1919,  80;  appropriation  May,  1919, 
135;  unfavorable  in  1919  to  perma- 
nent wage  adjustment  machinery, 
173;  unfavorable  in  1919  to  general 
rate  increases,  199;  adoption  of 
Transportation  Act,  220. 

Consolidated  Classification,  86. 

Consolidated  Ticket  Offices,  61. 

Contracts  with  carrier  corporations,  29, 
93-107;  compensation,  94;  working 
capital,  97;  claims  for  diversion  of 
traffic,  97;  maintenance,  98,  108- 
110;  deductions  from  compensation, 
99;  corporate  salaries,  99;  short 
lines,  100-103;  express  carriers,  103- 
108;  American  Railway  Express 
Co.,  104-107;  accounting,  142; 
"Standard  Clauses"  or  "Standard 
Contract,"  276-293. 

Cooke,  D.  W.,  65. 

Cooperation  among  carriers,  public  atti- 
tude pre-war,  1,  and  under  Trans- 
portation Act,  225. 

Cost  of  Federal  Control,  211. 

Comparison  of  railroad  operations  pub- 
lic and  private,  211.  Public  operating 
results  largely  due  to  impaired  reve- 
nue, 211;  delay  in  increasing  rates 
first  six  months  1918,  212;  slump  in 
business  November,  1918,  to  June, 
1919,  212;  coal  strike  November  and 
December,  1919,  212;  therefore  reve- 
nue comparison  with  test  period  un- 
sound, 213.  Operating  expense  in- 
crease in  line  with  private  industry 
increase,  213,  214,  215. 
Cost  to  treasury,  operating  and  non- 
operating,  of  railroad  and  other  prop- 
erties, 216;  would  have  been  similar 
under  private  control,  217,  218,  219; 
burdens  due  primarily  to  War,  218; 
no  greater  rate  increases  probable 
under  private  control,  219. 
Comparison  of  operating  results  with 
test  period,  311 ;  operating  results  for 
various  periods,  312,  313;  unit  costs, 
314;  comparison  with  U.  S.  Steel 
Corporation,  315;  ultimate  net  cost  to 
public  treasury  analyzed,  315-318. 

Council  of  National  Defense,  11,  144,  145. 

Covington,  ,1.  Harry,  160. 

Cross  ties,  80. 

Cross  ties  and  lumber,  71-73. 
Cummins,  A.  B.,  225. 
Cunningham,  William  J.,  68. 


Custody  of  Materials  and  Supplies,  69; 

better  organization  for,  82. 

Davis,  James  C,  95,  101,  137,  224. 
Deductions  from  contract  compensation, 

99. 

Delaware  &  Raritan  Canal,  94. 
Demurrage  charges,  increased,  37;  and 

after  Armistice  reduced,  51. 
Denver  &  Salt  Lake  Railroad,  95. 
Dickey,  Walter  S.,  145. 
Duffy,  A.  F.,  67. 

Economies  from  unifications,  63,  64. 
Efficiency  of  railroad  labor,  see  "Labor." 
Elliott,  D.  S.,  244. 
Elliott,  Howard,  12,  243. 
Equipment,  see  Cars  and  Locomotives. 
Esch  Car  Service  Act,  May  29,  1917,  12. 
Ex-lake  Coal,  rates  on,  87. 
Export   Movement,   see   "Movement  of 
Traffic." 

Exports  Control  Committee,  32,  64. 

Express  situation,  103;  contract  with 
American  Railway  Express  Co., 
104-107;  high  proportion  of  labor 
cost,  105;  express  rates,  105-107; 
labor  conditions,  105-107;  results 
of  operations,  103-108. 

Fairbanks,  J.  E.,  244. 
Federal  Control. 

Cost  of,  see  "Cost  of  Federal  Control." 

Foreshadowed  by  I.  C.  Comn.,  17;  need 
apparent  December,  1917,  21;  date  of 
beginning,  21,  22,  23;  systems  em- 
braced, 22;  President's  Proclamation 
and  Statement,  22;  statutory  au- 
thority, 22.  Officers  distinct  from  cor- 
porate, 25,  26.  Fundamentally  differ- 
ent after  Armistice,  42;  uncertainty 
of  tenure,  42-45;  proposal  for  5  or 
3-year  extension,  43,  44;  difficult  post- 
war conditions,  45-47.  Retransfer  of 
properties  to  carrier  corporations, 
220;  liquidation  of,  221. 

Psychology  incident  to,  230;  post-war 
reaction  against  all  government  in- 
terference, 230;  this  the  most  obvious 
form  of  interference,  230;  intensified 
by  sixteen  months'  continuance  for 
legislation,  231 ;  corporate  executives 
instinctively  blamed  R.  R.  Admn., 
232;  exaggeration  of  exceptional  in- 
stances, 232,  233. 
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Federal  Control — continued. 
Not  an  argument  for  or  against  gov- 
ernment ownership,  234. 
Primarily  illustrates  disruptions  of  war, 
237. 

Federal  Control  Act,  27,  28;  text  of  act, 
256-260. 

Federal  Managers  appointed,  26;  salaries, 
27. 

Finance;  difficulties  in  raising  money, 
128,  132;  carriers'  existing  commit- 
ments had  to  be  met,  129,  130;  criti- 
cal before  appropriation  March  21, 

1918,  129.  Policies  before  and  after 
Armistice,  132,  133;  critical  at  end 
of  1918,  133;  appropriation  re- 
quested, January,  1919,  133;  but 
defeated  March  4,  1919  by  Senate 
filibuster,  134;  drastic  steps  to  meet 
this  crisis,  134;  help  from  govern- 
ment branches  and  Pennsylvania 
Railroad  Company,  134,  135;  cer- 
tificates of  indebtedness,  135 ;  co- 
operation of  bankers,  135,  136 ;  fur- 
ther curtailment  of  capital  expendi- 
tures, 135 ;  payment  of  bills  de- 
ferred, 135.   Appropriation  May, 

1919,  inadequate,  135;  no  further 
appropriation  until  1920  so  could 
not  meet  all  commitments,  136. 
Equipment  trust  obligations,  136. 
Special  assistance  to  New  Haven 
and  Boston  &  Maine  Ft.  Rs.,  137, 
138.  Problems  in  retransfer  to  pri- 
vate control,  138.  Finance  Division 
(see  "Finance"),  69,  249,  250.  Cre- 
ated February  9,  1918,  130;  author- 
ized bond  issues  and  payment  of 
certain  dividends,  131;  determined 
purchase  of  railroad  securities,  132. 
Receipts  and  expenditures  for  year 
1918,  300. 

Fire  Insurance;  R.  R.  Admn.  own  in- 
surer, 139;  fire  loss  and  protection 
section,  140. 

Franklin,  P.  A.  S.,  65. 

Franklin,  J.  A.,  154. 

Forest  Products,  80;  Section  of,  72,  73. 

Freight  and  passenger  service,  87. 

Freight  cars,  condition  and  maintenance, 
36,  53,  114,  115,  296.  Shortage  dis- 
appeared in  1918,  37,  40.  Demurrage 
charges,  37,  51.  Refrigerator  and 
tank  cars  taken  over,  37.  Extreme 
fluctuations  in  demand  in  1919,  48. 
Disruption  by  coal  miners'  strike, 


Freight  cars — continued. 

51.  Shortages  in  1919,  53;  surplus- 
ages, shortages  and  net  ton  miles, 
58,  267.  Standardization  and  alloca- 
tion, 58,  127,  275 ;  purchase  of,  76 ; 
authorizations  for  expenditures  in 
1918,  124.  Widely  scattered  before, 
and  more  so  during,  Federal  Con- 
trol, 114. 

Freight  Claims,  92. 

Freight  handlers'  strike  Kansas  City, 
1917,  18. 

Freight  traffic  committees  with  public 

representation,  87. 
Fuel  Administration,  74-76. 
Fuel,  conservation  of,  64. 
Fuel  Conservation  Section,  67. 
Fuel,  purchase  of,  74. 

Gilman,  L.  C,  255. 

Goethals,  George  W.,  65. 

Goldmark,  Pauline,  168. 

Government  ownership,  234. 

Gray,  Carl  R.,  24,  110,  163,  165,  170,  179, 

249,  250,  296. 
Great  Lakes  Steamship  Lines,  94. 
Great  Northern  Express  Company,  104. 
Green,  L.,  244. 

Guaranty,  Six  Months,  221;  maintenance 
for  guaranty  period  supervised  by 
I.  C.  Comn.,  222;  cost  of,  223;  pub- 
lic would  have  borne  equivalent 
anyhow,  223;  increased  by  unau- 
thorized switchmen's  strikes,  223; 
I.  C.  Comn's  creditable  perform- 
ance re  guaranty  period,  223. 

Hall,  Henry  C,  95. 
Hanger,  G.  W.  W.,  154. 
Hardin,  A.  T.,  253,  269,  297. 
Harrison,  Fairfax,  243,  244. 
Harvey,  Ford,  89. 

Hines,  Walker  D.,  23,  43,  44,  113,  172-175, 
178,  198,  199,  200,  208,  209,  225, 
234,  249,  309;  appointment  as  Di- 
rector General,  24,  47. 

Hodges,  George,  55,  244. 

Holden,  Hale,  12,  24,  25,  243,  255,  272,  273, 
297. 

Hustis,  J.  H.,  253. 

Illinois  Classification,  87. 

Industrial  Activity,  principal  situs,  1. 

Inland  Waterways.  Congressional  policy, 
144.  Projects  of  Council  Natl.  De- 
fense, 144,  145.  Upper  Mississippi, 
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Inland  Waterways — continued. 

144.  Projects  of  R.  R.  Admn.,  145. 
N.  Y.  Barge  Canal,  145,  147;  never 
held  by  Govt.,  146;  cost  of  equip- 
ment, 301 ;  Mississippi  below  St. 
Louis  and  Warrior  River,  145-149; 
cost  of  equipment,  301,  302.  Lim- 
ited operations  and  poor  results, 
147-150.  Transfer  in  1920  of  these 
projects  to  War  Dept.,  150. 

Inland  Waterways  Corporation,  151. 

Inland  Waterways,  Division  of,  249,  252. 

Insurance,  fire,  139;  marine,  140. 

Interstate  Commerce  Act,  1;  anti-pooling 
provisions,  14,  225. 

Interstate  Commerce  Commission.  Hesi- 
tancy to  allow  rate  increases,  5,  20; 
comments  on  crises  in  1916  and 
1917,  8;  criticized  railroads  for  car 
shortages,  9;  brought  about  ple- 
nary Car  Service  Commission  Feb- 
ruary, 1917,  11;  recommended  Esch 
Car  Service  Act,  12;  regarded  vol- 
untary unified  operation  unsuccess- 
ful, 17;  foreshadowed  Federal  Con- 
trol, 17.  Rate  consultations  with, 
86;  increased  express  rates  in  1920, 
107;  general  rate  increases  by,  in 
1920,  205,  206,  222,  223;  supervised 
maintenance  in  guaranty  period, 
222,  223;  new  powers  under  Trans- 
portation Act,  225. 

Keller,  Charles,  145. 
Kendall,  W.  C,  66. 

Kruttschnitt,  Julius,  12,  244;  in  Decem- 
ber, 1917,  stressed  railroad  disa- 
bilities, 19. 

Labor. 

Increasing  difficulties  in  1916,  6;  in- 
tensified by  Adamson  Act,  7;  cost 
of  living  increases  1916  and  1917, 
7;  growing  scarcity  in  1916  and 
1917,  7;  situation  worse  in  1917,  17; 
various  strikes,  18;  increasing 
movement  toward  unionization,  18; 
no  adequate  machinery  for  settling 
disputes,  18;  War  Board  placed  la- 
bor questions  with  President,  19; 
situation  when  Federal  Control  be- 
gan, 152. 

In  express  business,  105-107. 

Developments  in  1918: 

Expansion  of  union  recognition,  154; 
Division  of  Labor  given  labor  un- 
ion director  and  subordinates,  154; 
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discipline  and  Boards  of  Adjust- 
ment, 155;  General  Order  No.  8  and 
recognition  of  Shopcrafts  Unions, 
February,  1918,  155. 

Boards  of  Adjustment  Nos.  1,  2  and 
3,  156,  157;  necessity  for  and  re- 
sults, 158;  dissatisfaction  of  Fed- 
eral Managers,  158;  creditable  per- 
formance, 159. 

Wage  Levels,  critical  situation  when 
Federal  Control  began,  159;  Lane 
Commission  and  unfortunate  ef- 
fects, 160,  161 ;  General  Order  No. 
27,  162,  163;  Board  of  R.  R.  Wages 
and  Working  Conditions,  163,  171, 
173;  Increases  in  shopcrafts  wages 
and  their  standardization,  163;  in- 
creases and  standardization  for 
clerical,  maintenance,  telegraph, 
and  miscellaneous  forces,  164. 

Working  day  and  overtime,  precon- 
trol  situation,  164;  basic  8-hour  day 
for  train  service,  164;  varying 
hours  for  shopcrafts  and  other 
classes,  164.  Lane  Commission 
recommended  no  change,  164;  Di- 
rector General  McAdoo  recognized 
basic  8-hour  day  for  all  and  time 
and  a  half  after  8  hours  for  shop- 
crafts and  telegraphers,  165;  no 
provision  for  "Split  Trick,"  166; 
minimum  three  hours'  overtime 
pay,  166. 

Classification  of  shop  work,  166;  pro- 
motion, seniority,  discipline  and 
grievances,  167;  the  abolition  of 
piecework,  167;  women  employees, 
168;  colored  train  employees,  169. 

Summary  of  changes  in  1918,  169, 
170;  changes  not  political  and  ap- 
proved by  railroad  men  in  Divi- 
sion of  Operation  in  1918,  178,  179. 
Developments  in  1919: 

Reasons  for  labor  policies  of  1919, 
171;  elimination  of  overtime  and 
resulting  loss  by  employees,  171; 
wage  equalization  for  train  and 
engine  employees,  171,  172;  equal- 
ization for  miscellaneous  em- 
ployees, 172;  completion  of  war 
cycle  of  general  wage  increases, 
172. 

Shopcrafts,  demands,  unauthorized 
strikes,  settlement  on  basis  of 
equalization,  173;  unwillingness  of 
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Congress    to   provide  permanent 
wage  adjustment  machinery,  173. 
Time  and  a  half  overtime  for  main- 
tenance of  way,  clerical  and  train 
and  engine  service  employees,  as 
equalization  and  to  avert  wage  in- 
creases, 174. 
"National  Agreements"  with  impor- 
tant classes  other  than  train  and 
engine  employees,  policy  of  writ- 
ten agreements  as  to  recognized 
working  conditions,  172,  175;  most 
important  features  already  in  force 
in  or  prior  to  1919,  175;  summary 
of  situation  prior  to  1919,  176.  Na- 
tional Shopcrafts  union  recognized 
in  1918,  176;  most  costly  features 
for  them  established  in  191S  in- 
cluding standardization,  classifica- 
tion, and  elimination  of  piecework, 
176,     177.     National  agreements 
recommended  by  Director  Tyler  of 
Division  of  Operation,  177.  In  1920 
Labor  Board  sustained  National 
Agreements  except  certain  impor- 
tant features  fixed  in   1918,  178. 
Agreements  with  maintenance  of 
way    employees,    clerks,  freight 
house  and  station  employees,  178. 
Wage  increases  and  levels  in  1918  and 
1919,  180;  Transportation  Act  Labor 
Board    adjustments,    181;  average 
hourly  earnings  1915  to  1920,  181. 
Strikes:  discontent  with  Lane  Commis- 
sion report,  182;  threats  of  teleg- 
raphers   in   1918,    182,    183;  unau- 
thorized strike  of  clerks  on  N.  C.  & 
St.  L.  March,  1919,  183;  unauthorized 
strike  train  and  engine  service  Cali- 
fornia,  Nevada   and    Arizona,  183, 
184,  312;  strikes  of  marine  workers, 
184,  185;  unauthorized  strike  of  shop- 
crafts  in  1919,  46,  48,  51,  173.  Un- 
authorized strike  of  switchmen  after 
Federal  Control,  118. 
Efficiency:  railroad  labor  supposed  in- 
efficient because  of  increased  produc- 
tivity   thereafter,    185;    but  even 
greater  increase  in  other  industries, 
186.  Same  disturbing  features  in  both 
railroads  and  private  industry,  187, 
188.  Remarkable  showing  of  efficiency 
in  1918  and  1919,  188,  189.  Compari- 
sons must  be  per  hour  and  not  per 
employee,  189.  No  political  pressure 
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to  increase  number  of  employees,  190, 
191. 

Increases  in  wages  after  Federal  Con- 
trol, 222. 

Director  General's  letter  February  14, 

1918,  to  shopcrafts,  303. 
General  Order  No.  8,  304. 
Chart  average  hourly  wages  and  earn- 
ings for  railroads  and  other  indus- 
tries, and  cost  of  living,  306,  307,  308. 
Proclamation  re  California  strike,  309. 
Labor  Board,  created  by  Transportation 
Act,  222. 

Labor,  Division  of,  154,  156-158,  165-167, 
170,  249,  252. 

Lane  Commission,  160;  unfortunate  ef- 
fects of  report,  161;  diminishing 
scale  of  increases,  160;  and  its  dis- 
rupting effect,  161.  Discontent  with, 
163,  171,  182.  Did  not  recommend 
change  in  hours  or  overtime  rules, 
165.  No  change  in  status  of  women 
employees,  168,  or  in  pay  for 
colored  train  employees,  169. 

Lane,  Franklin  K.,  160. 

Law,  Division  of,  92,  137,  249,  250. 

Liquidation  of  Federal  Control,  see  "Fed- 
eral Control." 

Locomotives  and  cars.  Poor  status  at  be- 
ginning, 34,  296.  Expediting  repairs, 
35;  common  use  of  facilities,  35; 
improved  maintenance  in  1918,  36; 
unprecedented  winter  in  1918,  39. 
Maintenance  1919,  53,  54.  Main- 
tenance in  general,  113-115.  Stand- 
ardization and  allocation,  58,  127, 
275.  Purchase  of,  76.  Authorizations 
for  expenditures  in  1918,  121.  War 
Dept.  locomotives  for  use  in  Rus- 
sia, 124. 

Lovett,  Robert  S.,  14,  23,  70,  123,  249,  250. 
Lumber  and  cross  ties,  71-73. 

Maher,  N.  D.,  25,  254,  273,  274,  299. 

Maintenance,  98.  Contract  provisions, 
108-110.  Inadequate  at  beginning, 
109.  Personnel  in  charge  of,  110. 
Policies  of  Administration,  111-113. 
Different  policies  before  and  after 
Armistice,  111-113.  Statement  of 
Walker  D.  Hines  before  Senate 
Committee,  113.  Maintenance  of 
Way  and  Structures,  113;  of  loco- 
motives, 113;  of  passenger  cars, 
114;  of  freight  cars,  114;  wide  scat- 
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tering  of  cars,  114;  heavy  expendi- 
tures, 115.  Amounts  paid  for  un- 
dermaintenance,  115-117.  Railroads 
not  returned  in  "broken-down  con- 
dition," 117.  Comments  of  Regional 
Directors,  118,  297,  299.  Many  rail- 
roads subnormal  at  beginning,  118; 
testimony  by  railroad  executives, 
119.  Physical  maintenance  exceeded 
that  in  1917,  119-120. 

Maintenance  of  way  employees  and  shop 
laborers,  157,  1G5,  174. 

Marine  Department,  handling  of  coast- 
wise lines,  38;  control  of  Cape  Cod 
Canal,  38,  F.  C.  Wright  in  charge, 
39. 

Marine  Insurance,  140. 

Marine  workers,  strike  of,  184. 

Markham,  C.  H.,  25,  253,  254,  270,  274. 

Materials,  purchase  of,  see  Division  of 
Purchases. 

Mather,  Charles  M.,  140. 

Matthews,  Nathan,  95. 

McAdoo,  William  G.,  30,  43,  96,  99,  144, 
155,  165,  167,  168,  170,  180,  193, 
219,  303,  304.  Appointed  Director 
General,  22;  resignation,  24,  47. 

McAuliffe,  Eugene,  67. 

McChord,  Charles  C,  160. 

McLennon,  D.  R.,  140. 

McManamy,  Frank  A.,  Ill,  179. 

Mellon,  A.  W.,  221. 

Meyer,  B.  H.,  95. 

Mississippi  River,  see  Inland  Waterways. 

Nashville,  Chattanooga  &  St.  Louis  Rail- 
way, 183. 

"National  Agreements,"  see  "Labor — 
Developments  in  1919." 

Navigation,  river  and  canal,  2;  see  also 
Inland  Waterways. 

Navy  Department,  134. 

Newlands  Joint  Committee,  6,  224. 

New  York  Barge  Canal,  see  Inland 
Waterways. 

New  York,  New  Haven  &  Hartford  Rail- 
road— special  assistance,  137. 

Northern  Express  Company,  104. 

Ogden,  George  D.,  65. 
Operating  Results,  see  Cost  of  Federal 
Control. 

Operating  Statistics  Section,  68. 
Operation,  Division  of,  86,  87,  88,  92,  114, 


Operation,  Division  of — continued. 

154,  158,  159,  165,  166,  167,  170,  177, 
179,  249,  250,  251,  296. 

Pacific  Electric  Railway  Company,  184. 

Parker,  George  H.,  141,  249,  250,  252. 

Passenger  Cars,  condition  and  mainte- 
nance, 36,  114. 

Passenger  Trains,  curtailment  and  res- 
toration, 89. 

Passenger  travel,  efforts  to  remove  dis- 
comforts, 88;  reduction  of  delayed 
trains,  89;  efforts  to  improve  dining 
car  service,  89. 

Payne,  John  Barton,  23,  95,  224,  249. 

Pennsylvania  Railroad,  concentration  of 
industries,  10;  conceded  labor  in- 
efficiency in  1917,  19;  emphasized 
disabilities  in  1917,  19.  Rendered 
aid  on  failure  of  appropriation,  134, 
135. 

Peoples,  C.  J.,  65. 
Perishable  Freight  Tariff  No.  1,  87. 
Permit  System,  see  Movement  of  Traffic. 
Pettibone,  F.  G.,  255. 
Piecework,  provision  in  1918  for  abolition, 
168. 

Plant,  A.  H.,  244. 

Porcher,  Samuel,  69. 

Porteous,  D.  C,  131. 

Powell,  Thomas  C,  79,  123,  250. 

Price  Fixing  Committee,  78. 

Price,  Oscar  A.,  250. 

Price,  Theodore  H.,  89,  140,  249,  250. 

Priorities  Committee  of  War  Industries 
Board,  79. 

Procurement  Section,  77. 

Prouty,  Charles  A.,  85,  86,  95,  104,  141, 
194,  249,  250. 

Public  Service  and  Accounting,  Division 
of,  85,  194,  249,  250,  252. 

Public  Service,  Division  of,  85,  86.  Rela- 
tions with  the  public,  85;  rates, 
86;  Short  Line  Section,  102;  freight 
traffic  committees  with  shippers 
representation,  87;  questions  of 
freight  and  passenger  service,  87; 
special  terminal  committees  includ- 
ing shipper's  representatives,  88 ; 
suggestions  and  complaints,  89; 
efforts  to  remove  passenger  travel 
discomforts,  88;  relations  with 
State  Railroad  Commissions,  90-92; 
freight  claims,  92. 

Pullman  Company,  94. 

Purchase  of  Materials  and  Supplies,  69. 
71-73,  76,  77;  accounting,  142. 
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Purchasing  departments  (railroad),  im- 
proved status,  81. 

Purchases,  Division  of,  69,  70,  13T.  Ad- 
visory Committee,  70.  Policies  of 
the  Division,  71-73;  cross  ties  and 
lumber,  71 ;  fuel  for  railroad  use, 
74.  Disagreement  with  Fuel  Ad- 
ministration as  to  coal  car  distri- 
bution, 71-76.  Locomotives  and  cars 
and  materials  generally,  76.  Rela- 
tions with  War  Industries  Board, 
78.  Radical  changes  in  conditions 
after  Armistice,  80.  Promoted  sta- 
tus of  purchasing  departments,  81. 
Strengthened  precedent  for  sys- 
tematic custody  of  materials,  82. 
Distribution  of  coal  during  1919 
strike,  83.  Classes  and  types  of 
standardized  equipment,  275. 

Railroad  Administration  organization, 
23;  problems  confronting,  23.  Re- 
gional organization,  23-25,  253,  255. 
Central  Organization,  24,  249,  252; 
individual  railroads  managed 
through  corporate  officers  until 
June,  1918,  25;  when  Federal  Man- 
agers appointed,  26.  Non-political 
character,  26;  salaries,  27.  As  au- 
thoritative as  any  other  Govern- 
ment Department,  30.  Miscellane- 
ous unifications  of  operations,  61- 
63.  Economies  from  certain  unifica- 
tions, 63.  Personnel  in  charge  of 
maintenance,  110.  Cost  of,  316,  318. 
Railroad  Commissions,  State,  extensive 
authority  before  Federal  Control, 
3,  4,  5,  90;  relations  with  R.  R. 
Admn.,  90-92;  not  consulted  about 
rate  advance  1918,  194. 
Railroad  Labor  Board  of  Transportation 

Act,  178. 
Railroads,  The. 

For  contracts  with,  see  "Contracts  with 
carrier  corporations."  Pre-war  status, 
1 ;  country's  growth  increased  the 
capital  needs,  2;  average  capital  ex- 
penditure, 3;  extremely  low  rates  in 
1917,  3;  and  critical  condition,  3,  6; 
State  and  Federal  regulation  1870  to 
1917,  4,  5;  difficult  to  raise  capital, 
5;  growing  difficulty  with  labor,  6; 
transportation  crises  in  1916,  8;  and 
need  for  increased  facilities,  8.  Con- 
dition very  critical  in  April,  1917,  9. 
Burdens  increased  by  War,  10;  Plenary 


Railroads,  The — continued. 

Car  Service  Commission  in  1917,  11; 
Railroads'  War  Board  created,  11; 
locomotive  and  car  shortage  in  1917, 
12;  government  priority  orders,  13, 

14.  Good  performance  but  behind  de- 
mands late  in  1917,  15,  16;  inability 
to  unify  voluntarily,  16;  rising  prices 
and  heavy  labor  turn-over,  19;  in 
December,  1917,  increased  disabilities 
increasing,  20. 

Federal  Control  began  end  of  Decem- 
ber, 1917,  21,22;  systems  embraced  in 
it,  22;  Central  and  regional  officers 
distinct  from  corporate,  25. 

Opposition  to  allocation  of  Adminis- 
tration equipment,  60,  61,  127;  rail- 
roads not  returned  in  "broken-down 
condition,"  117;  much  subnormal 
maintenance  when  Federal  Control 
began,  118. 

Administration  had  to  meet  railroad 
prior  commitments,  129.  Bonds  and 
certain  dividends  subject  to  appro- 
val, 131;  railroads  request  rate  in- 
crease in  fall  of  1919,  201. 

Rate  increase  in  1920  after  Federal 
Control,  222,  223;  and  increase  in 
wages,  222. 

New  post-war  legislative  policies:  need 
long  appreciated  by  President  Wil- 
son, 224;  new  conception  that  gov- 
ernment should  foster,  224;  resulting 
encouragement  of  consolidation,  225. 
Supervision  of  stocks  and  bonds,  225. 
Private  operation,  the  country's 
policy,  226.  Effect  of  post-war  condi- 
tions on  Administration. 

Post-war  improvement  over  pre-war 
operation,  226.  Post-war  operations 
under  private  control,  226-229.  Effi- 
ciency since  1920  promoted  by  heavy 
capital  outlays,  229;  gratifying  im- 
provement in  freight  car  distribution, 
229;  general  improvement  over  pre- 
war conditions,  226. 

Principal  railroad  systems  and  their 
mileage,  in  1917,  240,  241. 

Eastern  Executives  on  condition  at  end 
of  1917,  294-296;  equipment  condi- 
tion when  Federal  Control  began, 
296.  Railroads'  War  Board,  created 
April,  1917,  11;  members,  12;  volun- 
tary and  no  government  protection, 
12;  cautioned  by  Attorney  General, 

15.  Substantial  results  accomplished, 
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15;  had  to  persuade  instead  of  com- 
mand, l(i ;  "Revolutionary  measures" 
in  November,  1917,  16;  regarded  un- 
successful by  I.  C.  Comn.,  17;  could 
not  deal  effectively  with  labor,  18; 
placed  labor  decisions  with  President, 
19.  In  December,  1917,  in  increasing 
difficulty,  20.  Commended  by  Presi- 
dent, 22.  Inaugurated  cooperation 
with  shippers,  33.  Box  cars  widely 
scattered,  114.  Resolution  of  rail- 
roads submitting  to  its  direction,  242. 
Organization,  243,  244. 

Railroads'  War  Board,  11-21. 

Railroad  Wage   Commission,   see  Lane 
Commission. 

Railroad  Wages  and  Working  Conditions, 
Board  of,  163,  171,  173. 

Rambo,  Charles  M.,  140. 

Rates. 

Expedition  of  adjustments,  87. 

Administration's  control  of  intrastate 
express  rates,  105-107. 

President's  rate-making  power,  192;  in- 
crease in  freight  and  passenger  in 

1918,  91,  193;  no  consultation  with 
State  Commissions,  194;  disregarded 
effect  on  any  particular  railroad,  194; 
readjustments  required  thirty-three 
committees  for  a  year  and  a  half, 
195. 

Revenue  losses  largely  beyond  correc- 
tion by  rate  increases;  large  loss  in 
six  months  prior  to  increase  of  1918, 
195;  losses  November,  1918,  to  June, 

1919,  from  business  slump,  195; 
enough  gross  in  July,  August  and 
September,  1919,  to  pay  costs  and 
rentals,  196.  Losses  in  November  and 
December,  1919,  due  to  coal  strike, 
208. 

Policy  in  1919  to  avert  rate  increases 
intensifying  wage  situation,  196-198; 
such  increases  not  war  measure  nor 
benefit  for  R.  R.  Admn.,  199-201, 
206,  207;  Congress  obstructed  rate 
increases,  200;  new  legislation  de- 
signed to  meet  needs  of  private  opera- 
tion, 202;  legislative  situation  incon- 
sistent with  increases,  205. 

Increase  in  rates  for  railroads  when 
not  unified  not  Federal  Control  func- 
tion, 201;  separate  needs  very  differ- 
ent, 202;  impossible  in  1919  to  fore- 
cast rates  adequate  for  future  pri- 
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vate  operation,  203;  this  proved  in 
1920  by  rapid  changes,  205-206;  in- 
crease in  1919  could  not  establish 
railroad  credit,  206-207.  Increase  of 
in  1919  inauspicious  and  prejudicial, 
208-210. 

Fundamental  war  condition  beyond  any 

1919  rate  policy,  210. 
Increase  in  1920  after  Federal  Control, 
222,  223. 
Rea,  Samuel,  244,  294,  12. 
Regional  Directors,  23-25,  253,  255;  state- 
ments as  to  operations,  58,  269,  275; 
and  maintenance,  118.  Agreed  with 
labor  unions  for  Boards  of  Adjust- 
ment, 157. 

Regions  of  Railroad  Administration,  23- 

25,  253-255. 
Regional  Purchasing  Committees,  70. 
Repair  shops,  common  utilization,  63. 
Richardson,  G.  F.,  245. 

Safety  Section,  Division  of  Operation,  67. 
Sailing   Day    Plan,    see    Movement  of 
Traffic. 

Salaries  of  Corporate  Officials,  99. 

Sanders,  M.  J.,  145. 

Schoen,  A.  M.,  140. 

Schumacher,  T.  M.,  245. 

Senate,  defeat  of  appropriation  March  4, 

1919,  126. 
Sheaffer,  C.  M.,  11,  244. 
Sherley,  Swagar,  250. 
Shipping  Board,  173-175. 

!  Shoperafts,  157,  164,  165,  172,  173,  174; 

I  Southeastern  Agreement  in  1917,  7,  18, 
176;  nationwide  demands  at  end  of 
1917,  18;  letter  of  January,  1918, 
from  Director  General,  303. 
Short  Line  Railroads,  relations  with,  100- 
103;  cooperative  contracts,  102. 
Provision  of  Transportation  Act, 

1920,  102. 

Smith,  A.  H.,  23,  25,  185,  253,  269. 

Southern  Express  Company,  104. 

Southern  Pacific  Railroad,  184. 

Spencer,  Henry  B.,  69,  244,  250. 

Sproule,  William,  255. 

Standard  Contract,  95-97. 

Standardization  and  allocation  of  loco- 
motives and  cars,  58-61,  127. 

Standardization  of  pay  in  1918,  168. 

Standard  Return,  94. 
j  State  Commissions — see  "Railroad  Com- 
missions." 
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Statistics,  Section  68. 

Steel,  inability  to  agree  on  prices,  80. 

Stores  Section  Division  of  Purchases,  82. 

Strikes,  see  Labor. 

Switchmen,  118,  137. 

Taylor,  H.  A.,  250. 

Telegraphers  and  station  agents,  157,  165, 
174. 

Telegraph  Section  of  Division  of  Opera- 
tions, 67. 
Terminals,  unification  of,  62. 
Test  Period,  94. 

Thelen,  Max,  85,  86,  92,  141,  250. 
Tomlinson,  G.  A.,  145,  151,  249. 
Tompkins,  Calvin,  145. 
Traffic,  Division  of,  87,  88,  92,  194,  249, 
252. 

Traffic,  movement  of,  before  Armistice. 
Unified  direction,  30;  permit  sys- 
tem, 30,  32;  priorities  and  their  con- 
trol, 13,  14,  31.  Exports  Control 
Committee,  32.  Managers  of  Inland 
Traffic  in  government  departments, 
33.  Zoning  of  coal  supply,  33.  Co- 
operation of  shippers,  33.  Sailing 
day  plan,  34.  Handling  of  food- 
stuffs February  and  March,  1918, 
37;  unprecedented  winter  in  1918, 
39;  improved  movement  in  1918,  40, 
41.  Elimination  of  passenger  trains, 
61,  and  circuitous  routing,  64. 

Traffic,  movement  of,  after  Armistice. 
Continued  unified  direction,  48; 
continued  use  of  permit  system,  48, 
54.  Economic  disruptions,  48-55; 
extreme  fluctuations  in  freight,  48- 
56.  Inability  to  employ  many  war- 
time expedients,  e.g.,  sailing  day 
plan,  50,  88;  shippers'  routing,  pool- 
ing of  coal,  coal  zoning,  high  de- 
murrage, 50,  51.  Unprecedented 
October  movement  of  freight,  52; 
export  movement  through  New 
York,  54.  Unprecendented  passen- 
ger traffic,  55 ;  prompt  handling  of 
passenger  trains,  56;  passenger 
trains  reestablished  in  1919,  56.  Net 
ton  miles,  58. 

Train  and  engine  men,  6,  7,  156,  164,  171, 
172-175. 

Transportation  Act  1920,  103,  220,  221, 
224,  225. 


Turnburke,  V.  P.,  68. 

Tyler,  W.  T.,  110,  170,  177,  179,  185,  250. 

Unification,  terminals,  62;  miscellaneous, 

61,  63.  Economies,  63. 
Unit  costs  of  Railroad  Service,  314,  315. 
United  Mine  Workers,  75. 
United  States  Labor  Board,  107,  178,  181, 

222. 

United  States  Railroad  Administration, 
see  Railroad  Administration. 

United  States  Steel  Corporation,  unit 
costs,  315. 

Wage  levels,  see  Labor. 

Wages  and  working  conditions,  Board  of, 

163,  166,  171,  173. 
Wallis,  J.  T.,  244. 
Walters,  Henry,  23,  70,  250. 
War  Department,  134,  150,  151,  220. 
War  Finance  Corporation,  135. 
War  Industries  Board,  78,  79,  80. 
Warrior  River,  see  Inland  Waterways. 
Wells  Fargo  &  Co.,  104. 
Western  Express  Company,  104. 
Willard,  Daniel,  12,  244,  295. 
Willcox,  William  R.,  160. 
Williams,  John  Skelton,  23,  69,  70,  249, 

250. 

Wilson,  President,  173,  197-199,  200,  224, 
245-249.  Recommended  Adamson 
Act,  5,  6;  recommended  in  1915 
general  inquiry  into  railroad  condi- 
tions, 5;  intervention  for  Atlantic- 
Coast  Line  clerks,  December,  1917, 
18;  Proclamation  of  Federal  Con- 
trol, 22;  wage  questions  referred 
to  by  War  Board,  160;  approval  of 
Transportation  Act,  220.  Proclama- 
tion of  December  20,  1917,  245-247; 
Statement  of  December  26,  1917, 
248;  Address  to  Congress,  Decem- 
ber 2,  1918,  265-266. 

Winchell,  B.  L.,  25,  254,  274,  299. 

Women's  Service  Section,  244. 

Worcester,  H.  A.,  253. 

Working  cash  capital,  97. 

Wright,  Frank  C,  39. 

Yeomans,  George  G.,  69. 
Zoning  of  coal  in  1918,  33. 
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